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PART | - OVERVIEW AND OUTLOOK

Overview

Global growth has slipped slightly since the publication
of the May 2018 Monetary Policy Report (MPR).
According to the International Monetary Fund (IMF),
global growth lost momentum during the first half of
2018 and became more uneven across countries.
Among the advanced economies (AEs), slower export
growth, higher prices for energy imports, and political
uncertainty led to a slowdown in the euro area while
weather-related disruptions retarded growth in the
United Kingdom (UK). However, in the United States (US)
fiscal stimulus continued to boost the economy. In the
emerging market and developing economies (EMDEs),
stfrong domestic demand led a pickup in growth in
India, while in China, tighter regulation of the property
sector moderated expansion. Some oil-exporting
EMDEs have benefitted from rising oil prices. Latin
American and Caribbean countries (LAC) as a group
confinued to recover, albeit at a more subdued pace
because of tighter financial conditions in Argenfing,
and a strike in Brazil following hikes in fuel prices. In
the Caribbean, the IMF approved a four-year, US$290
million Arrangement under its Extended Fund Facility for
Barbados in October 2018 to assist in the restoration of

debt sustainability and strengthen the external position.

Global monetary and financial conditions have
remained generally easy, though a few major central
banks continue to normalise monetary policy. The
US Federal Reserve (the Fed) raised the Fed Funds
rate target range twice since May, while unwinding
its balance sheet assets further. In contrast, the
European Central Bank (ECB) kept its policy rate

constant but halved its monthly net asset purchases

(from €30 billion to €15 billion) in the final quarter
of 2018. Meanwhile, international equity markets
were influenced by country-specific economic
circumstances and displayed mixed performances.
The stock market volatility, especially in the US, often
mirrored overreaction to news and profit taking by
investors; nonetheless, irrespective of ifs source, such
volatility has affected the short-term performance of
funds with large equity exposures such as Trinidad and

Tobago's Heritage and Stabilisation Fund.

Crude prices surged during May to October, 2018
influenced by the Organization of the Petroleum
Exporting Countries’ (OPEC) efforts to curb global output
along with growing demand for oil. The price of crude
oil (West Texas Intermediate) increased by 44.0 per cent
to average US$69.5 per barrel during May to October,
2018, compared to the same period a year earlier.
Natural gas prices also remained strong, backed by
healthy global demand, and averaged US$2.96 per
million British Thermal Units (mmbtu) during May to
October 2018.

In the domestic economy, the improvement in the
energy sector observed in the first quarter of 2018
continued into the second quarter. For the first half of
the year, energy outputrose 9.1 per cent, driven by the
additional natural gas output from bpTT's Juniper gas
platform. Several gas-based products also showed
increases, including liquefied natural gas (LNG) and
natural gas liquids (NGL) with the boost fo natural gas
helping to counter the shortages of feedstock faced
by petrochemical companies in 2017. At the same
fime, the decline in oil output continued given the
maturation of existing fields. The overall robustness in
the energy sector continued info the third quarter. In

contrast, the non-energy sector as a whole is yet to
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recover. Based on data up to the third quarter, the
performances of the distribution, finance and fransport
sectors were marginally positive and encouraging signs
emerged in the construction sector, with evidence of

some reversal of the declining frend.

The still sluggish overall economic climate has resulted
in less favourable labour market conditions. While the
official employment statistics for 2018 are yet to be
published, data from the Central Statistical Office point
to anincrease in the unemployment rate to 4.4 per cent
in the fourth quarter of 2017 from 3.6 per cent in the
corresponding period of 2016. The number of persons
with jobs fell by approximately 12,000 and about 7,600

persons opted to leave the labour force.

The Central Government’s fiscal consolidation
efforts resulted in a much lower deficit in FY2017/18.
According to preliminary estimates from the Ministry
of Finance (MoF), the overall deficit reached 4.0 per
cent of GDP in FY2017/18 compared to 9.1 per cent
of GDP in FY2016/17. The Government achieved an
overall reduction in expenditure of 1.7 per cent, with
cuts across most expenditure categories. Meanwhile,
totalrevenues increased by 17.8 per cent. Most of the

deficit was financed domestically.

Headline inflation has been well contained so farin 2018
and stood at 1.2 per cent (year-on-year) by September.
In September, food inflation was zero after declining for
the first fime in seven years in August (-0.1 per cent).
Core inflation, on the other hand, rose to 1.4 per cent
in September, from 0.8 per cent in April, reflecting
increased costs of home ownership and higher prices
for fast food meals. The Producer Prices Index fell by
0.9 per cent in September 2018, following a slightly
steeper fall in June, lending further support to the low

inflationary environment at the retail level.
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After remaining unchanged since December 2015,
the Monetary Policy Committee (MPC) of the Central
Bank implemented one hike in the Repo rate in June
2018. The Repo rate was increased by 25 basis points
to 5.00 per cent. The MPC noted that although the
inflation rate was low and the domestic economy not
yet on the path to a solid recovery, the rise in US and
other external interest rates was leading to a situation
that would encourage portfolio outflows if there were
not some adjustment to local interest rates. At its most
recent meeting in September 2018, the Bank decided
fo hold the rate at 5.00 per cent level as the impact
of the June change continued to filter info bank loan

and deposit rates.

The Bank managed open market operations to meet
changing market conditions. Increased fiscal injections
contributed to the relatively higher levels of excess
liquidity in the commercial banking sector during May
to October 2018, relative to the same period in 2017.
In July and August the Bank’s open market operations
were expansive, allowing for a temporary expansion of
system liquidity in the context of investor participation
in the National Investment Fund (NIF) bond issue. In
August, the Bank removed the Secondary Reserve
Requirement (SRR), which was set at 2 per cent of
commercial banks’ prescribed liabilities in keeping with
the objective of moving towards more market-based

measures of monetary policy.

Growth of financial system credit to the private sector
has been consistently above a monthly rate (year-on-
year) of 5.0 per cent in 2018 so far, after averaging 3.0
per cent in 2017. A rebound in private sector credit
appears to have taken hold, with growth exhibited
across all the major categories of credit. At the end of
August 2018, credit growth stood at 7.0 per cent, slightly
higher than in March 2018. Real estate mortgages
continued to be the main driver of financial system

credit, but consumer lending also picked up, although
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much of the new lending in this area was for debt
consolidation and refinancing. On the other hand,
credit growth to private sector businesses remained
slow partly owing to weak lending for construction and
manufacturing; this suggests that businesses remain
reluctant to further leverage their operations in the

current circumstances.

There has been some increase in foreign exchange
inflows to commercial banks. Inflows from the energy
sectorto authorised dealers were 27.8 per cent higherin
January to October 2018 compared to the same period
a year earlier. In this context, the foreign exchange
interventions by the Central Bank were also lower; in
the year to end October 2018, the Central Bank sold
US$1,285.0 million to authorised dealers, compared to
US$1,556.0 million in the year earlier period. By the end
of October 2018, the country’s gross official reserves
stood at US$7.4 billion, a still very healthy 8.0 months of
import cover, but down from US$8.3 billion at the start
of the year. The exchange rate remained stable, with
the nominal weighted average selling rate standing
at US$1 = T7$6.7818 at end-October 2018, a minimal
depreciation from the US$1 = TT1$6.7817 at the end of
December, 2017.

Outlook

According to the IMF's October 2018 outlook, global
economic output is projected to expand by 3.7 per
cent in 2018 and 2019, representing a downward
revision of 0.2 percentage points from the institution’s
April 2018 forecast. Growthin AEs is expected to soften
substantially in 2019 while that of EMDEs as a group
should remain steady, supported by expansion in
emerging Asia and rising oil prices. In the Caribbean,
growth is forecast to return for all tourism-dependent
economies in 2018, and hurricane-hit islands willrecover

owing fo reconstruction activity.

Nevertheless, the short-term global growth forecast
carries some important downside risks. One key
challenge relates to escalating tfrade fensions
engendered by US tariffs on imports from some trading
partners, and ensuing retaliatory actions. Another
is the sharp fightening of global financial conditions
which could be friggered by faster-than-expected
normalisation of monetary policiesin AEs. In particular,
if inflation rises faster than expected in the US, Fed
policy rate hikes may be accelerated which could,
in turn, accelerate capital outflows from EMDEs and
stoke currency volatility. Further, in many economies
with high levels of public sector and corporate debf,
onerous financial conditions could trigger a slowdown

in borrowing and undermine investment and growth.

Trinidad and Tobago will benefit from strength in the
energy sector for the remainder of 2018 mainly from
the Juniper natural gas platform and other investments.
Strong natural gas output is expected to support mid-
sfream and downstream production in the energy
sector. This, combined with anticipated buoyant
international energy prices, would help in easing the
fiscal and balance of payments constraints in coming
months. At the same fime, plans regarding state-
owned Petrotrin that were announced in August 2018
are expected to have short-term fransitfional costs
associated with a major restructuring operation of
this nature. Meanwhile, the pace of recovery of the
non-energy sector will partly depend on the speed of
execution of the Government's capital expenditure
programme as well as the responsiveness of the private

sector.

Budget estimates for FY2018/19 suggest the fiscal
deficit is anticipated to improve when compared with
FY2017/18. Fiscal aggregates for FY2018/19 provided
by the MoF show an overall deficit of approximately
$4.1 billion, compared with a deficit of $6.3 billion for
FY2017/18. The deficit is anticipated to be financed
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by a combination of external and domestic sources,
including drawdowns from the Cenfral Bank. Total
revenue is expected to amount to $47.7 billion,
bolstered by the sale of CL financial assets, while
total expenditure is projected to reach $51.8 billion.
This represents a slight uptick in expenditure for
FY2018/19 on account of policy measures geared
fowards strengthening the social safety net (such as
increasing public assistance and disability grants,
the value of food cards and pensions for senior
citizens). Progressive implementation of the policy of
streamlining fransfers and subsidies and focusing on
the most vulnerable should help over time to improve
the efficiency of public expenditure. In the short run,
in the context of anficipated deficits, efforts also need
fo be strengthened to manage the trajectory of the
public debt.

There are upside and downside risks to the outlook for
the domestic economy for the remainder of 2018 and
early 2019. A major upside possibility is further increases
in infernational energy prices and domestic natural
gas production which would provide an additional
boost to Government revenues and foreign exchange
inflows. On the downside, continued US monetary
normalisation and higher foreign interest rates can
adversely impact domestic financial markets. Rising US-
TT interest rate differentials from higher foreign interest
rates, if left unchecked, could encourage capital
outflows and place pressure on the external accounts.
An exacerbation of infernational tfrade and wider
geopolitical tensions could also negatively affect the

climate for Trinidad and Tobago's non-energy exports.

Inflationary pressures could intensify primarily due
to cost-push factors. Recent measures identfified in
the Budget FY 2018/19 can generate price rises. The
increase in the price of super gasoline would result
in a one-tfime, albeit negligible, increase in headline

inflation. However, second-round effects could
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materialise through higher transportation costs which
could spill over to the prices of arange of final goods—
the Central Bank esftimates that the total impact on
headline inflation would be small (less than 1 per cent),
although certain consumers would be harder hit,
especially those on fixed incomes. The implementation
of the property tax in FY2019 could also spur some
upward pressure on the housing sub-component of
the Retail Price Index in 2019. In addifion, widespread
flooding in certain agricultural regions which occurred
in October 2018 may lead to supply shortages and
higher prices for certain locally grown produce for the

remainder of 2018.

The Bank will continue to assess the risks considered
most relevant for the conduct of monetary policy.
The Bank will take account of developments in the
domestic and external environments to determine and
calibrate policy responses, if required, with a view to
ensuring low and stable inflation as well as supportive

condifions for economic activity.
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IEJEAEY Summary of Economic Indicators

2016 2017 Jan-Sep 2017 Jan-Sep 2018
Real Sector Activity
Energy Sector
Total Depth Drilled (metres) 108,886.1 121,396.4 92,247.4 * 66,184.9*
Crude Oil Production (b/d) 71,503.6 71,852.9 72,613.1 * 66,442.8 %
Crude Oil Exports (000 bbls) 10,291.7 9,971.7 6,926.6 * 5,784.8*
Refinery Throughput (b/d) 148,251.4 130,788.8 12,9611.8 * 12,8526.8 *
Natural Gas Production (mmcf/d) 3,326.6 3,366.0 3,279.5 * 3,668.8 *
Natural Gas Utilization (mmcf/d) 3,103.8 3,171.5 3,106.1 * 3,443.1*
LNG Production (000 cubic metres) 24,408.2 25,072.8 16,106.7 * 19,609.1 *
Fertilizer Production (000 tonnes) 5,521.9 5,595.0 3,738.8 * 3,668.4 *
Fertilizer Exports (000 tonnes) 5,149.8 5,140.8 3,499.5 * 3,324.5*
Methanol Production (000 tonnes) 4,655.0 4,974.9 3,193.4 * 3,360.0 *
Energy Commodity Price Index (ECPI) (Jan 2007 = 100) 67.8 83.5 81.0 99.6
Non-Energy
Local Sales of Cement (000 tonnes) 526.2 497.3 385.1 376.8
New Motor Vehicle Sales 16,203.0 14,153.0 10,091.0 10,189.0
Average Daily Job Vacancy Advertisements 577.0 451.0 467.0 370.0
Prices (Average)

Year-on-Year per cent change
Producer Prices 1.2 1.9 2.2 -1.0
Headline Inflation 3.1 1.9 2.0 1.0
Food Inflation 7.5 2.9 2.6 15
Core Inflation 2.2 1.6 19 0.9
Monetary (end of period)
Year-on-Year per cent change

Private Sector Credit 33 4.6 3.7 ** 7.0%*
Consumer Lending 6.6 5.1 3.3 ** 8.2%*
Business Lending 0.3 1.3 2.7 ** 3.8 **
Real Estate Mortgages 4.4 8.0 6.1 ** 9.1 %*
M-1A 2.6 -3.0 0.1 ** 4.0 **
M-2 3.2 -2.1 -1.1 ** 1.3**
Commercial Banks' Daily Average Excess Reserves (TT$ millions) 3,959.8 3,060.6 3,087.7 *** 3,219.6 ***
TT 91-day Treasury Bill Rate (end of period; per cent) 1.20 1.21 121 A 1304
Fiscal (October-September)
Overall Fiscal Balance (TT$ millions) -7,972.1 -13,531.4" na -6,261.6"
Overall Fiscal Balance to GDP -5.4 -9.1 na -4.0
Financial Stability - Commercial Banks
Non-Performing Loans to Gross Loans (per cent) 3.1 29 3.3 ** 3.3 %
Capital Adequacy Ratio (per cent) 219 21.0 21.9 ** 22.6 **
Capital Market
Composite Price Index (1983 = 100; end of period) 1,209.5 1,266.4 1,241.6 1,219.4
Volume of Shares Traded (millions) 92.0 84.6 61.0 51.5
Mutual Funds Under Management (TTSbillions) 43.0 432 43,1 AA 44.2 AN
External
USS$ millions
Authorised Dealers’ Sales of Foreign Exchange to Public 5,776.8 5195.3" 4,257.1 *** 4,618.8 ***
Authorised Dealers’ Purchases of Foreign Exchange from Public 4,289.0 3,606.9 2,848.4 *** 3,326.4 ***
CBTT Sales to Authorised Dealers 1,811.6 1,816.0 1,556.0 *** 1,285.0 ***
Net Official Reserves (end of period) 9,465.8 8,369.8 8,516.7 A 7,430.4 N\

Sources: Central Bank of Trinidad and Tobago, Central Statistical Office, Trinidad and Tobago Stock Exchange and Ministry of Energy and Energy Industries

* January-August. AN AsatJune.

**  Asat August. r Revised.

***  January-October. re Revised Estimates.
A As at October. na  Not Applicable
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PART Il - INTERNATIONAL AND
REGIONAL MONETARY POLICY
DEVELOPMENTS

Global growth lost momentum in the first half of 2018.
The International Monetary Fund (IMF), in its World
Economic Outlook (WEQO) October 2018, forecasts
global growth to expand by 3.7 per cent in both 2018
and 2019, a downward revision of 0.2 percentage
points from the forecast in April 2018 (Chart lla).
Growth projections have been marked down for
several advanced economies (AEs) such as the
United Kingdom and Euro Area and for the emerging
market and developing economies (EMDEs) of Brazil,
Iran, Argentina and Turkey. However, the economic
outlook for the US remains strong as the fiscal stimulus
confinues to increase. In general, several downside
risks confinue to pose threats to global growth such as
rising trade tensions, reversal of capital flows to EMDEs,
and fightening financial conditions. Monetary policy
normalisation in the US is anticipated to confinue,

requiring close monitoring by the EMDEs.

Chart lla: Global Growth: Real GDP

(Annual Per cent Change)
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Advanced Economies

The US Federal Reserve (the Fed) continues to
normalise monetary policy in 2018. Against the
backdrop of strong economic activity and a 49-year
low unemployment rate, the Fed maintained the
target range forits Federal Funds rate at 2.0 to 2.25 per
cent in November 2018. This follows its third rate hike
for the year in September 2018. Meanwhile, the Fed
continued to unwind its balance sheet of treasuries
and mortgage backed securities . The Fed anticipates
further gradual increases in the target range for
the Federal Funds rate based on the expansion of
economic activity and the target inflation of 2.0 per
cent in the medium term. The monetary policy stance
of the central banks in the major AEs remained
accommodative to stimulate economic growth. The
Bank of England (BoE), the European Central Bank
(ECB) and the Bank of Japan (BoJ) maintained their
key policy rates at 0.75 per cent, 0.0 per cent and -0.1
per cent, respectively in their September/October

monetary policy meetings (Chart lib).

On a year-on-year basis, US GDP expanded by 3.0
per cent over the three months ending September
2018 (Chart lic).

the Euro Area slowed to 1.7 per cent (year-on-year),

Meanwhile, economic activity in

dampened by concerns over the possible imposition
of frade tariffs by the US.

2018, UK economic activity marginally improved to 1.2

In the second quarter of

per cent despite the uncertainty surrounding Brexit.

The Fed’s plan to unwind its US$4.5 trillion balance sheet involves reducing its holdings of Treasuries and Mortgage-Backed Securities (MBS) by

US$420.0 million in 2018. The planned reduction for 2018 is as follows; by no more than US$20 billion a month in Q1 2018; US$30 billion a month
in Q2 2018; US$40 billion a month in Q3 2018 and US$50 billion a month in Q4 2018. Furthermore, the pace is anticipated to increase up to an
additional $600 billion in 2019 and every year thereafter until the Fed decides the balance sheet is normalized.

Page 6



CENTRAL BANK OF TRINIDAD AND TOBAGO @ MONETARY POLICY REPORT NOVEMBER 2018

With the exception of the US, some of the major AEs
recorded inflation rates slightly higher than their 2.0
per cent cenfral bank inflafion targets mainly due to
rising food and energy prices during the third quarter
of 2018 (Chart lid).

Chart llb: Selected Advanced Economies —
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Emerging Market And Developing Economies

Monetary policy rates were maintained by the Reserve
Bank of India (RBI) and Central Bank of Russia (CBR) at
6.5 per cent and 7.5 per cent, respectively in October
2018.
below their 4.0 per cent target in September 2018

Inflation rates in India and Russia remained

driven by the previous fightening of the monetary
policy by the RBI and the CBR to curb inflationary
pressures and stabilize their depreciating currencies
(Chart lle). The People’s Republic of China (PBoC)
maintained its short-term interest rates in September
2018. The decision was taken amid the intensifying
frade tensions with the US in order to keep borrowing
costs low to aid economic growth. The slowdown in
Brazil's economic activity from decreased household
spending and a frucker’s strike in May 2018 prompted
the Central Bank of Brazil keep its SELIC rate at 6.5 per
cent in September 2018.

EMDEs confinue to face economic challenges such
as depreciating currencies in Russia, Brazil, Turkey,
Argentina, amongst others. According to the World
Bank Global Outlook Report June 2018, the increased
US long-term yields reflected rising inflation expectations
and the possibility of accelerated interest rate hikes by
the Fed amid expanded US fiscal stimulus measures. This
confributed to bouts of global stock market volatility,
higher borrowing costs, and capital outflows in EMDEs
in early 2018. In addition, EMDEs remain vulnerable to
risks of sudden market adjustments and tighter global
financing conditions, which could be worsened by

further US dollar appreciation.

With the exception of Chile, monetary policy in the
Latin American region remained broadly unchanged
as economic activity confinued to modestly improve
in several of the larger economies (Table lla). Inflation
rates generally remained within the cenfral banks’

inflation target ranges except in Mexico where inflation
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exceeded the upper bound of the Bank of Mexico's
inflation target (Chart lif). Meanwhile, Venezuela’'s
economic situation continued to worsen in 2018 fuelled
by monetary financing of large fiscal deficits and loss
of confidence in the currency.

Chart lle: BRIC Countries -
Quarterly Real GDP Growth

(Year-on-Year Per cent Change)
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Chart lif: Selected Latin American Countries -
Inflation Target
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2 The target inflation ranges are: Mexico, Chile and Colombia (2.0-4.0 per cent) and Peru (1.0-3.0 per cent).
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LELIERIEE Selected Key Central Bank Policy Rates in the Region

(Per cent Per Annum)

Chile 2.75 Oct. 2018 +0.25
Colombia 4.25 Apr.2018 -0.25
Peru 2.75 Mar. 2018 -0.25
Mexico 7.75 Jun. 2018 +0.25
Brazil 6.50 Mar. 2018 -0.25

Sources: Banco Central de Chile, Banco Central de Colombia, Banco Central de Reserva del Peru, Banco de Mexico and Banco Central do Brasil

" As at October 31, 2018.

The Caribbean

In the Caribbean, monetary authorities in the Eastern
Caribbean and Jamaica kept policy rates steady in
July and October 2018 respectively, in order to support
economic activity. The economic challenges faced by
Barbados prompted the government to request IMF
assistance through a 48-month Extended Fund Facility
(EFF) with access of SDR 208.0 million (US$2%0.0 million).
The EFF was approved by the IMFin October 2018 to aid
with restoring macroeconomic and debft sustainability,
address falling reserves and increase economic growth.
Barbados has already received US$49.0 million from the
IMF and has been approved a US$75.0 million policy-
based loan from the Caribbean Development Bank for
budgetary support. Meanwhile, international reserves
remain relatively low in Caribbean economies. The
import cover fell below the benchmark of 3.0 months
or 12 weeks for Guyana (2.4 months) over the first six
months of 2018 and Barbados (7.4 weeks) by the end
of September 2018. Subsequently, the drawdown of
the first tranche from the IMF raised the import cover
to approximately 8.6 weeks in October 2018. Jamaica,
however, surpassed the benchmark level with 19.5

weeks of imports at the end of September 2018.
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BOX 1

THE NORMALISATION OF THE FED’S BALANCE SHEET AND THE
IMPLICATIONS FOR THE EMDES

In late 2008, during the Global Financial Crisis, the United States Federal Reserve (the Fed) engaged in
an economic stimulus programme to support the housing market, improve conditions in private credit
markets, and promote a stronger pace of economic recovery'. Large-Scale Asset Purchases (LSAPs)
were conducted fo effectively lower the US 10-year bond yields in an efforf to reduce mortgage rates
and also to increase excess reserves held af the Fed. The Fed conducted three LSAPs and a Maturity
Extension Programme (MEP) between 2008 and 2014, which resulted in an expansion of the balance
sheet fo US$4.5 trillion compared to just under US$0.9 trillion at the end of 2008 (Figure 1).

Given the financial stability risks posed by long-term conduct of unconventional monetary policy,
the Fed embarked upon monetary policy normalisation in September 2014. The approach included
two main components; gradually raising its farget range for the Federal Funds (Fed Funds) rate in
increments of 25 basis points?;, and the gradual reduction of the Fed’s security holdings. The latfter
would be achieved by decreasing the reinvestment of the principal payments received from securities
held in the System Open Market Account (SOMA) at an initial monthly rate of US$6.0 billion before
increasing in steps of $6.0 billion at three month intervals until it reaches US$30.0 billion per month3. A
similar process will be followed with the Fed's holdings of mortgage-backed securities, retiring US$4.0
billion per month initially and before increasing in steps of US$4.0 billion at three-month intervals unfil
it reaches US$20.0 billion per month.

Against the backdrop of increasing global growth, a pickup in inflation and improving domestic
economic conditions, the Fed agreed fo initiate the balance sheet unwind effective October 2017.
Securities holdings will continue to decline in a gradual and predictable manner until the Federal
Open Market Committee judges that the Federal Reserve is holding no more securities than necessary
tfo implement monetary policy efficiently and effectively*. The Fed's assets have since declined by
approximately US$0.3 trillion to US$4.2 trillion in September 2018.

The US monetary policy normalisation will have spillover effects on emerging market and developing
economies (EMDEs). Firstly, a reduction in portfolio flows is expected. Despite a strong start to 2018,
portfolio capital outflows from EMDEs rose in the wake of rising US interest rates and 10-year US bond
yields. According to the International Institute of Finance (lIF), non-resident capital outflows (both
equity and debt) from the emerging markets accelerated to US$12.3 billion in May 2018 - the largest
outflow since November 2016. Additionally, IMF (2018)° indicated that assuming the Fed's balance
sheet normalisation proceeds as announced and the Fed Funds rate is raised to 3.6 per cent by early
2020, portfolio lows to emerging markets are estimated to decrease by an average of U$40.0 billion
ayearin 2018-19.

The unwinding of the US balance sheet inherently decreases the supply of US dollars globally resulting

in an appreciation in the US dollar and relative depreciation for EMDEs currenciesé. The confluence of
monetary policy normalization, a stronger US dollar along with country-specific factors, have increased
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exchange rate pressures and funding costs for some emerging market economies such as Brazil,
India, Indonesia, Mexico, South Africa, Argentina and Turkey and have led to further reductions in
capitalinflows (IMF, 2018). Further, IMF (2018) noted that currency depreciations in emerging markets
may result in some adjustment in relative prices and a temporary increase in inflation. However, the
pass-through effects of currency depreciations to domestic prices can be contained by anchoring
inflation expectations.

In response to these challenges, several central banks have allowed their exchange rates to adjust
and have increased their interest rates such as Argentina, Mexico and Turkey (IMF, 2018). The central
banks of Argentina and Brazil have also intervened in the foreign exchange market with the aim of
maintaining orderly market conditions (Figure 2). In contrast, the People’s Bank of China maintained its
interest rates on short-term instruments (reverse repurchase agreements) despite the risk that it could
renew currency pressures’ (Reuters 2018). The decision is aimed at keeping domestic borrowing costs
low to support economic activity amid growing frade fensions with the US.

Overall, the Fed’'s monetary policy normalisation programme is infended to be gradual and informed
by forward guidance. This should smooth the potentialimpact on EMDEs as well as avoid the possibility
of a ‘sudden stop'. However, EMDEs should be prepared to face abrupt portfolio flows reversals.
Monetary policy in EMDEs may need to manage the trade-off between supporting activity should
external financial conditions tighten further, and keeping inflation expectations anchored (IMF, 2018).
Moreover, those economies with solid macroeconomic fundamentals are likely to outperform the
relatively weaker EMDEs in terms of their ability fo attract foreign capital inflows.

Trinidad and Tobago may also experience some spillover effects from the US monetary policy
normalisation. For instance, the strengthening of the US dollar may cause downward pressure on the
exchange rate — this has implications for management of the foreign exchange market. Additionally,
rises in the US Fed Funds rate could widen interest rate differentials between US Treasuries and domestic
assets of a similar risk profile. Based on the pace and depth of such adverse events, a policy response
may be required by the Central Bank to forestall potential capital outflows.

! Board of Governors of the Federal Reserve System (2018). Quarterly Report on Federal Reserve Balance Sheet
Developments, August 2018.

2 In December 2015, the FOMC increased the target range on the fed funds rate by 25 basis points from 0.25 to 0.5
per cent. Since then, the FOMC has increased the target range for the fed funds rate seven (7) times to its most
recent range of 2.0 to 2.25 per cent in September 2018.

3 Appendum to the Policy Normalization Plans and Principles. US Federal Reserve. June 2017.

4 Board of Governors of the Federal Reserve System (2018). Quarterly Report on Federal Reserve Balance Sheet
Developments. August 2018.

5 International Monetary Fund (2018). Global Financial Stability Report: A Bumpy Road Ahead, April 2018.

¢ Emerging Economies and the Monetary Tightening Path in the United States. United Nations Economic Analysis
and Policy Division, 2017.

7 “China leaves rates steady despite Fed hike.” Reuters. September 26, 2018.
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Figure 1
Total Assets of the US Federal Reserve
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Figure 2
Selected Monetary Policy Rates
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PART lil - DOMESTIC ECONOMIC
CONDITIONS

Overall activity in the domestic economy improved in
the first half of 2018 (year-on-year) supported mainly
by the energy sector. According to the Cenfral Bank's
Quarterly Index of Real Economic Activity (QIEA), the
energy sector output expanded by 9.1 per centin the
first six months of 2018. This was driven by the higher
natural gas production over the period. Additionally,
the decline in the non-energy sector narrowed to
-0.2 per cent. Continued fiscal consolidation aided
Government’s position resulting in a smaller deficit for
FY2017/18. Inflation remained contained during the
first nine months of 2018. In the financial markets, as US
short term interest rates inched up, the negative TT-US

short-term differential widened.

a) Real Economic Activity

Activity in the domestic economy improved in the first
half of 2018. Preliminary estimates® from the Central
Bank’'s QIEA suggest an increase in real economic
activity of 3.0 per cent (year-on-year) in the first
six months of 2018. This represented a significant
improvement from a year earlier when economic
activity declined by 4.7 per cent. The main driver of
growth was the energy sector—reflecting the effects
of new natfural gas output from bpTT's Juniper gas
platform since the second half of 2017. Activity in
the non-energy sector continued to decline, albeit at
a much slower pace than in the previous six-month

period.

In the first half of 2018, buoyant natural gas and
petrochemicals output drove growth in the energy
sector. The sector grew by 9.1 per cent (year-on-year),
following anincrease of 7.7 per cent in the latter half of
2017 and a decline of 5.1 per centin the first half of 2017.
The effects of bpTT's Juniper gas platform continued
to be seen through an expansion in most industry sub-
sectors. Natural gas production expanded by 13.7
per cent, driving the increase in the exploration and
production sub-sector despite a 7.9 per cent decline in
crude oil output. Healthy natural gas production rates
also facilitated a 24.7 per cent improvement in output
of liquefied natural gas (LNG), the largest component
of the refining sub-sector. The petrochemical industry
also benefited, registering growth of 6.8 per cent. The
effects of the Juniper platform contfinued into the third
quarter with preliminary data for July and August, 2018
showing an improvement of 7.5 per centin natural gas
output. Thisincreased supply also facilitated a 13.9 per
centimprovementin the production of LNG. However,
crude oil production continued to underperform,

declining by 10.4 per cent.

Preliminary data suggest that activity in the non-energy
sector fell slightly by 0.2 per cent (year-on-year) in the
first half of 2018. This compares with stronger declines
of 2.6 per cent in the latter half of 2017 and 4.4 per
centin the first half of 2017. The manufacturing sector*
contracted by 4.0 per cent compared with a decline
of 2.6 per cent in the second half of 2017 and a fall
of 6.0 per cent in the first half of 2017. There were
declinesin all key manufacturing sub-sectors: the food,
drinks and tobacco (3.7 per cent), chemicals® (1.1

per cent) and assembly® (21.9 per cent) sub-sectors.

3 Estimates were made for the Distribution, Manufacturing, Government and Other Services sectors.

* The Manufacturing sub-sectors are food, drink and tobacco, chemicals and non-metallic minerals, assembly type and related industries, printing,
publishing, etc., wood and related products, textiles, garments and footwear and miscellaneous manufacturing.

> The Chemicals and Non-metallic Minerals sub-index comprises Industrial gases and paints, pharmaceuticals, industrial and household chemicals, glue,
adhesives, polishes and waxes, glass and plastic products, cement, bricks and blocks and ready-mix and other concrete products.

®  The Assembly Type and Related Industries sub-index comprises batteries, assembly and repair of household appliances, manufacture of

metal building materials, metal furniture and iron and steel.
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The construction sector is estimated to have declined
by 0.2 per centin the first half of 2018 compared with a
contraction of 5.6 per cent one year earlier. Quarterly
estimates reveal that construction sector activity
expanded by 3.4 per cent in the second quarter of
2018, following ten consecutive quarters of decline

since the fourth quarter of 2015.

Marginal increases were recorded in the distribution,
finance and fransport sectors. Provisional estimates
suggest that activity in the distribution sector grew by
0.2 per cent in the first half of 2018 compared with
a fall of 8.4 per cent in the corresponding period of
2017. The Index of Retail Sales (RSI)?, which is used
by the Central Bank as an indicator of activity within
the distribution sector, grew by 0.8 per cent over the
first two quarters of 2018 driven by increases in the
supermarkets and groceries (1.9 per cent), petrol
filing stations (15.7 per cent), dry goods stores (3.8 per
cent) and textiles and wearing apparel (4.4 per cent)
components. However, lower sales were recorded in
construction materials and hardware (0.1 per cent),
household appliances, furniture and furnishings (3.3
per cent) and motor vehicles and parts (1.9 per cent).
More recent data from the distribution sector show
that sales of new motor vehicles fell by 4.1 per cent
and by 9.1 per cent during the second quarter of 2018
and July-August 2018, respectively.

Chart llla: Crude Oil And Natural Gas Production

(Year-on-Year Per cent Change)
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b) Retail Prices

Inflation as measured by the Central Statistical Office’s
(CSQO) Index of Retail Prices (RPI) has remained well
contained thus farin 2018. The headline inflation rate
crept up only slightly from 0.9 per cent in January 2018
to 1.2 per centin September 2018 (Chart llib). Despite
a bump in core inflation, flat food inflation was the
main conftributing factorin the containment of overall
price levels. Food inflation was flat in September after
declining (-0.1 per cent) for the first time in seven
years in August 2018. Food inflation was affected by
a decline in vegetable prices (-3.6 per cent) brought
about by a decline of 10.3 per cent in the price of
fresh vegetables. A further reduction of 9.7 per centin
food product N.E.C. also aided with low food inflation.
This sub-category saw sizable declines in salt, pepper
and spices, as well as culinary herbs and seasoning
mix (Table llla). Core inflation, which omits the food
component, moved from 0.5 per cent in January
2018 to 1.4 per centin September 2018. Core inflation

was largely impacted by faster price increases in the

7 The Index of Retail Sales is a quarterly measure of the value of goods sold by retailers based on a sampling of retail stores of different types and sizes.
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housing, electricity, gas and other fuels (housing)
sub-index; the transportation sub-index; recreation;
and the restaurants and hotels sub-index. A higher
cost of home ownership, reflected by increases in the
imputed rent of owner-occupied dwellings, drove the
growth in the housing sub-index. The transportation
sub-index, on the other hand, was mainly affected by
anincrease in the cost of foreign-used motor vehicles,
while the restaurant and hotels sub-index was driven

by increases in the prices of selected meals.

Chart lllb: Index Of Retail Prices

(Year-on-Year Per cent Change)
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Producer Prices and Building Material Prices

Producer prices, as measured by the Producer Price
Index (PPI) of the CSO, have been generally subdued
over 2018 and declined by 0.9 per cent (year-on-year)
in the third quarter of 2018. Changesin producer prices
can indicate the direction of changes in consumer
prices. The weakness in producer prices suggests that
there are little impulses to consumer prices emanating
from the wholesale level. Further inspection of the PPI
shows a 9.1 per cent decline (year-on-year) in the
Chemicals and Non-Metallic Products sub-index, led
by decrease in the cement index (29.4 per cent). The

Index of Retail Prices of Buildings Materials, on the

other hand, rose by 5.2 per cent in the third quarter of
2018 (year-on-year) compared to 2017 levels. All costs
associated with the index increased, most notably, an
increase of 7.4 per cent in costs associated with walls

and roofs.
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Table llla:

Food and Non-Alcoholic Beverages

Bread and Cereals 0.4 0.6
Meat -0.7 13
Fish 5.0 4.0
Vegetables -3.8 -3.6
Fruits 33 0.5
Milk, Cheese and Eggs 4.5 4.2
Butter, Magerine, Edible Oils 2.0 14
Sugar, Jam, Confectionery, etc. 1.1 14
Food Products NEC -8.2 -9.7

Non-Alcoholic Beverages

Alcoholic Beverages and Tobacco

Clothing and Footwear -3.2 -2.3
Furnishings, Household Equipment and Routine Maintenance -0.7 -0.7
Health 1.6 1.4
Of which: Medical Services -1.7 -1.7
Housing, Water, Electricity, Gas and Other Fuels 33 33
Of which: Rent 1.0 1.0
Home Ownership 4.0 4.0
Education 0.0 0.0
Recreation and Culture 0.8 0.8
Hotels, Cafes and Restaurants 3.0 3.0
Transport 2.0 2.0
Communication -1.8 -1.8
Miscellaneous Goods and Other Services 0.8 0.8

Source: Central Statistical Office
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THE PASS THROUGH OF EXCHANGE RATE CHANGES TO INFLATION

Given the reliance on imported goods for domestic consumption in Trinidad and Tobago, movement
in the exchange rate can influence the inflation rate. A depreciation of the local currency would
place inflationary pressure on the price of imported goods, and an appreciation should ease
inflation. However, the multiple influences on the inflation rate, for example, demand and supply
shocks emanating from both internal and external sources, suggest that the relationship between the
exchange rate and inflafion is not straightforward. Indeed the movements of these variables over the
years indicate that while the exchange rate (Figure 1) has been relatively stable since the domestic
currency was floated in April 1993, inflation, in particular food inflation (Figure 2), has exhibited some
level of volatility.

One way to estimate the impact of exchange rate changes on inflation is to measure the pass-through
effect, which is the percentage change in the destfination currency import price resulting from a one
per cent change in the exchange rate between exporting and importing countries. Few studies over
the years have examined this issue for Trinidad and Tobago.

Christopher-Nicholls and Des Vignes (2002)' examined inflation movements over 1982 to 2001 and
found that the effect of a shock to the exchange rate on inflation was only felt after four quarters but
lasted aslong as 10 quarters. The delay in the fransmission was ascribed to the existence of inventories
of goods. Christopher-Nicholls and Des Vignes (2002) suggested that a change in the exchange rate
can result in up to a 0.7 per cent increase in inflation. More recently Bobb and Sonnylal (2018)? using
data for the period 1995 to 2016 found that a one per cent depreciation of the domestic currency
would take two fo four quarters to pass-through to food and headline inflation, respectively. The
authors found that the inflationary impact of a one per cent depreciation can lead to a 0.46 per cent
increase in headline inflation and 0.52 per centrise in the rate of food inflation in the first quarter. By the
second quarter of the forecast, the effect of the depreciation continued to rise for headline inflation
with an increase of 0.84 per cent while the inflationary impact decelerated to 0.18 per cent for food
inflation. The quicker pass-through found, when compared to Christopher-Nicholls and Des Vignes
(2002), could be partially ascribed to liberalization of the foreign exchange market which would have
reduced some of the barriers to trade, and thus increased the trade openness of the country. The
quicker pass-though is also supported by Mahabir and Jagessar (2011)3 which found that movements
in the infernational price of certain food items (rice, wheat, milk and soya beans) were reflected in
the domestic retail prices as early as the second month after the change.

These papers generally support the notion that the pass-through of movements in the exchange rate
to inflation is not complete, that is, there is not a one-to-one response of import prices to exchange
rates. Bobb and Sonnylal (2018) note that in the context of a low economic growth environment with
an associated low level of aggregate demand, retailers may not transmit all increases in costs to the
consumer. Therefore, during fimes of low or no growth in real GDP the pass-through may become
smaller. The economic literature also suggests that a lower pass-through could be related to the
credibility and fransparency of monetary policy decisions.
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Figure 1
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Source: Central Statistical Office

! Christopher-Nicholls, Janice, and Leslie Ann Des Vignes. (2002). Modelling Exchange Rate Pass-Through and
Inflation in Trinidad and Tobago. Paper presented at the 34" Annual Monetary Studies Conference. Georgetown,
Guyana. November 12-16, 2002. http://www.ccmfuwi.org/files/publications/conference/792.pdf.

2 Bobb, Ashley and Lauren Sonnylal. (2018). Assessing the Exchange Rate Pass-Through to Inflation: The Case of

Trinidad and Tobago. Trinidad and Tobago Central Bank Working Paper Series: WP 01/2018 Apr 2018.

Mahabir, Reshma and Vishana Jagessar. (2011). An Examination of the Import Price Transmission Mechanism in

Trinidad and Tobago. Trinidad and Tobago Central Bank Working Paper Series: WP 02/2011 Aug 2011.
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c) Labour Market

Employment conditions remained generally weak, but
productivity and wages strengthened. According to
the latest official data from the CSO, the unemployment
rate stood at 4.4 per cent in the last quarter of 2017,
representing an increase of 0.8 per cent from the end
of 2016. The dataindicate that the number of persons
with jobs declined over the period by approximately
12,000. At the same fime, 7,600 persons left the labour
force resulting in a decline in the participation rate from
59.0 per cent to 58.3 per cent. Those industries which
recorded the largest decrease in the number of persons
with jobs include: construction (14,700); petroleum
and gas (5,700); and community, social and personal
services (4,700). On the other hand, there were job
gains in the wholesale and retail frade, restaurants and
hotels (9,400); manufacturing (2,400); and agriculture,
forestry, hunting and fishing (1,200) industries.

Labour productivity improved in the second quarter of
2018relative to the comparable period one year earlier.
The Index of Productivity® grew by 3.0 per cent (year-
on-year) on account of higher output in the energy
sector, particularly, petrochemicals (5.8 per cent) and
oil refining (10.4 per cent). Productivity in the non-
energy sectors was subdued with domestic production
falling by 4.0 per cent (year-on-year) during the second
quarter of 2018. The largest declines in production
within the non-energy sector were spread across the
food processing, water, and printing, publishing and
paper convertors industries. Meanwhile, average
nominal wages remained stable with the Index of
Average Weekly Earnings (AWE)?increasing by 0.7 per

cent (year-on-year) during the second quarter of 2018.

d) Fiscal Operations

The Central Government continued its fiscal
consolidation effortsin FY2017/18. Provisional estimates
from the Ministry of Finance show that the fiscal
accounts achieved a smaller overall deficit of $6.3
billion (4.0 per cent of GDP) in FY2017/18 than in the
prior fiscal year (Table llib). Revenue amounted to
$42.6 billionin FY2017/18, roughly $6.4 billion higher than
the previous fiscal year. Meanwhile, in line with fiscal
consolidation efforts, Central Government reduced its
expenditures by $832.8 million to $48.9 billion. Higher
non-energy revenues resulted in the non-energy fiscal
deficit narrowing to $18.3 billionin FY2017/18 from $22.6
billion in FY2016/17.

The rate of debt accumulation slowed in FY2017/18
relative to one year earlier. Net public sector debt
(which excludes sterilised debt) increased by 1.6 per
cent in FY2017/18, compared with growth of 6.0 per
cent in FY2016/17, and amounted to 60.8 per cent
of GDP at the end of September 2018. Concerning
domestic debt, roughly $6.3 bilion was contracted
under the Development Loans Act during the
FY2017/18, while principal repayments amounted to
$4.8 billion. In addition, $490.1 million was allocated for
the repayment of CLICO and HCU zero-coupon bonds.
On the external side, debt increased as a result of the
US$180.0 million disbursement'® from the Corporacion
Andina de Fomento (CAF), the Development Bank
of Latin America, as well as disbursements on existing

project-related loans.

8 The Index of Productivity comprises data for the following industries: manufacturing, electricity, water, and energy (crude oil, natural gas, and
petrochemicals). It is calculated as the ratio of the Index of Domestic Production to the Index of Hours Worked.

 The Index of Average Weekly Earnings, which is computed by the Central Statistical Office, is based on surveyed companies” employment and wage bill.
The average weekly earnings is calculated as the earnings (total amount paid to employees) divided by the number of employees.

1 Total loan is US$300 million.
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On October1,2018, the Minister of Finance delivered the
FY2018/19 budget. Budgetary estimates for FY2018/19
show an overall deficit of approximately $4.1 billion,
compared with a deficit of $6.3 billion for FY2017/18'".
The deficit will be financed through domestic and
external borrowing. Total revenue is expected to
amount to $47.7 billion, with $9.5 billion projected
to be collected from the energy sector, $35.2 billion
from the non-energy sector, and $3.0 billion in capital
revenue. Meanwhile, total expenditure is projected to
increase to $51.8 billion as the Government intends to
implement a mix of policy measures geared towards
strengthening the social safety net. These include
increasing the disability grant, the public assistance
grant and the value of food cards. The price of super
gasoline was increased by one dollar to $4.97/litre,
reflecting confinued efforts by the Government fo

reduce spending on the fuel subsidy.

" The FY2018/19 Budget was based on a projected crude oil price of US$65.00 per barrel and a natural gas price of US$2.75 per mmbtu.
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1ELICY ]I H Summary Of Central Government Fiscal Operations

(TT$ Millions)
Revenue' 58,378.7 57,233.7 44,972.6 36,180.6 42,617.6 47,724.2
Current 57,062.2 52,2445 41,158.9 34,870.1 41,784.0 44,7151
Energy 28,070.5 18,660.9 6,644.4 9,082.8 12,003.5 9,518.0
Non-Energy 28,950.6 33,583.7 34,514.5 25,7873 29,780.5 35,197.0
Capital 1,316.5 4,989.2 3,813.7 1,310.5 833.6 3,009.1
Expenditure 62,820.9 59,943.7 52,944.7 49,712.0 48,879.2 51,776.3
Current 54,386.3 52,3229 48,546.4 46,263.5 45,347.9 46,576.3
Wages and salaries 8,590.8 10,077.1 9,601.9 9,937.8 9,127.0 9,328.3
Goods and services 8,008.8 8,105.4 7,326.1 5,827.2 5,948.3 7,000.1
Interest payments 3,122.6 3,438.4 3,762.4 4,468.4 4,377.5 3,687.2
Transfers and subsidies? 34,664.1 30,702.0 27,856.1 26,030.1 25,895.1 26,560.7
Capital expenditure and net lending 8,434.6 7,620.8 4,398.3 3,448.5 3,531.3 5,200.0
Overall Non-Energy Balance® -32,553.4 -21,233.6 -14,616.5 | -22,614.2 -18,265.1 -13,570.2
Overall Balance -4,442.2 -2,709.9 -7,972.1 -13,531.4 -6,261.6 -4,052.1
Total Financing (Net) 4,442.2 2,709.9 7,972.1 13,5314 6,261.6 4,052.1
Net Foreign Financing 3,3124 -199.2 8,954.0 3,266.7 1,322.5 225.7
Net Domestic Financing 1,129.8 2,909.0 -981.9 10,264.7 4,939.1 3,826.4
Per cent of GDP

Revenue 33.2 34.9 349 24.2 27.2 29.1
Current 325 31.8 31.8 233 26.7 27.3
Energy 16.0 1.4 114 6.1 7.7 5.8
Non-energy 16.5 20.5 20.5 17.3 19.0 215
Capital 0.7 3.0 3.0 0.9 0.5 1.8
Expenditure 35.7 36.5 36.5 333 31.2 31.6
Current 30.9 31.9 31.9 31.0 29.0 284
Wages and salaries 49 6.1 6.1 6.7 5.8 5.7
Goods and services 46 49 49 39 38 43
Interest payments 1.8 2.1 2.1 3.0 2.8 23
Transfers and subsidies 19.7 18.7 18.7 17.4 16.5 16.2
Capital expenditure and net lending 4.8 46 4.6 23 23 32
Overall Non-Energy Balance -18.5 -12.9 -12.9 -15.1 -11.7 -8.3
Overall Balance -2.5 -1.7 -1.7 -9.1 -4.0 -2.5
Total Financing (Net) 25 1.7 1.7 9.1 4.0 2.5
Net Foreign Financing 1.9 -0.1 -0.1 2.2 0.8 0.1
Net Domestic Financing 0.6 1.8 1.8 6.9 3.2 2.3

Memorandum Items
HSF Transfers (+) / Withdrawals (-) 0.0 0.0 0.0 -1,712.2 0.0 0.0

Source: Ministry of Finance

1 Prior to FY2018, asset sales are recorded under capital revenue. In FY2018, proceeds from the sale of NIF bonds are recorded under current revenue within the
sub-category non-tax revenue.

Adjusted for transfers to the Infrastructure Development Fund, Government Assisted Tertiary Education Fund and CARICOM Petroleum Fund.

Computed as the sum of non-energy revenue and capital revenue less total expenditure.

Revised.

Revised Estimates.

Budgeted data based on an oil price of US$65.00 per barrel and Natural Gas price of US$2.75.

U'a*b)l\)
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e) External Accounts

Balance of Payments

(Data in this section are in US dollars unless otherwise stated)

Trinidad and Tobago's external accounts remained in
deficit in the second quarter of 2018. The balance of
payments recorded an overall deficit of $171.6 million
(2.9 per cent of GDP), which brought the gross official
reserves to $7,816.3 million, equivalent to 8.6 months
of prospective imports of goods and services (Table llic).
The surplus registered on the current account primarily
stemmed from improved performance within the
energy sector. Meanwhile, the financial account
recorded a net outflow due to movement in portfolio

investments.

The current account surplus widened in the second
quarter of 2018 and was driven by a significant
improvement in the estimated net Goods frading
position'?. Based on data reported by other countries
exports to the EU (28), Canada and Japan increased.
Information provided by the energy companies
suggest that energy exports increased by $541.7
million, primarily due to exports of crude oil and refined
products, LNG, natural gas liquids and petrochemicals.
Preliminary estimates indicate a pickup in non-energy
exports by $315.8 million to $683.6 million. Meanwhile,
totalimports were estimated to have increased by 15.7
per cent owing to higher imports of crude for refining.
Imports from the US, Canada and Mexico increased
over the period. The service account recorded a
smaller deficit of $296.2 million and was aided by the
improvement in the other business services account.

Over the reporting period, technical and trade

related business services recorded a smaller deficit as
the domestic economy reduced its imports of these
services. In line with the pickup in the energy sector,
the primary income account recorded a small surplus
mainly due to higher interest and dividends received.
Meanwhile, the secondary income accountrecorded
a smaller surplus on account of lower transfers to the

Government.

Over the review quarter, the financial account
recorded a net outflow of $30.9 million, reflecting
a change from the net outflow of $146.5 million in
the similar period of 2017. More specifically, direct
investment registered a net inflow of $39.5 million.
Direct investment liabilities increased by $66.4 million
due to higher reinvested earnings and to a lesser
extent inter-company borrowings. The energy sector
largely accounted for these transactions. Meanwhile,
reinvested earnings largely confributed towards
the increase in direct investment abroad. Financial
flows in the portfolio investment account registered
a net outflow of $358.7 million which was primarily
characterized by an increase in portfolio assets. Over
the three-month period, domestic portfolio investors
increased their holdings of equity and debt securities
abroad. In particular, commercial banks augmented
their foreign investments in money-market instruments.
In contrast, portfolio liability debt securities registered a
decline. Movementsin the other investment account
contributed to a net inflow of $287.7 million in the
second quarter of 2018, a reversal of the net outflow
of $81.9 million in the corresponding period of 2017.
Other investment liabilities registered an increase due
tfo higher loans, trade credits, and other accounts

owed to non-residents by domestic entities. Increases

12 Energy goods data for 2016-2018 comprise estimates by the Central Bank of Trinidad and Tobago. Latest official trade data from the Central Statistical

Office are only available to December 2017.
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in other investment assets occurred in the context of
higher frade credits, and other accounts receivable

owed to residents.

Trinidad and Tobago's gross official reserves amounted
to $7,430.4 million at the end of October 2018; $939.4
million lower than the level recorded at the end of
2017 and reflecting an overall deficit on the external
accounts. This represents 8.0 months of prospective
imports of goods and services, compared to the import

cover of 9.7 months at the end of 2017."3

3 Gross official reserves amounted to $8,369.8 million at the end of 2017.
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BEJ NI Trinidad And Tobago: Summary Balance Of Payments
(US$ Millions)

Goods and Services -614.3 1,429.9 666.2 109.3 625.8 28.7 1,265.1 1,036.2
Goods, net* 1,196.6 3,518.7 1,086.7 701.6 1,247.9 482.5 1,594.9 1,3324
Exports 8,285.4 9,970.4 2,543.1 2,146.3 2,846.5 24344 3,164.6 3,003.8
Energy 6,430.8 7,634.5 1,959.5 1,778.6 1,875.1 2,021.2 2,443.2 2,320.3
Non-energy 1,854.5 2,335.9 583.6 367.7 971.4 413.2 721.4 683.6
Imports** 7,088.7 6,451.7 1,456.4 1,444.7 1,598.6 1,951.9 1,569.6 1,671.5
Fuels*** 1,542.3 1,617.7 3787 349.3 3741 5155 468.0 554.7
Other 5,546.4 4,834.0 1,077.7 1,095.5 1,224.5 1,436.4 1,101.6 1,116.7
Services, net -1,811.0 -2,088.7 -420.4 -592.3 -622.1 -453.8 -329.8 -296.2
Primary income, net -302.3 170.9 36.2 57.5 6.5 70.7 -304.9 0.2
Secondary income, net 56.4 48.6 12.2 14.4 9.3 12.7 14.7 11.4
Direct investment 106.2 550.3 -105.4 -25.3 -7.2 688.2 69.9 -39.5
Net acquisition of financial assets 82,6 94.1 16.5 203 26.6 30.8 49.6 26.9
Net incurrence of liabilities -236 -456.2 1219 45.6 338 -657.5 -20.3 66.4
Portfolio investment -1,402.8 384.2 -36.2 91.4 95.1 234.0 182.0 358.7
Net acquisition of financial assets -97.1 2353 -44.7 64.1 92.2 123.7 177.9 3183
Net incurrence of liabilities 1,305.7 -148.9 -85 -27.2 -3.0 -110.3 -4.1 -40.3
Financial derivatives 0.0 4.7 4.1 -1.5 -1.3 3.4 4.4 -0.6
Net acquisition of financial assets 0.0 4.4 4.6 -2.0 -0.9 2.6 5.0 -0.2
Net incurrence of liabilities 0.0 -0.3 0.6 -0.4 0.4 -0.8 0.7 0.4
Other investment -7.4 -363.7 238.8 81.9 -338.8 -345.7 -292.6 -287.7
Net acquisition of financial assets -114.5 184.0 3421 -9.6 2419 -390.3 -4.2 357.8
Net incurrence of liabilities -107.1 547.7 103.2 -91.6 580.7 -44.6 288.3 645.5
Net errors and omissions -911.3 -2,171.2 -973.7 -404.6 -1,123.6 330.7 -1,393.2 -1,188.5
| OverallBalance | -467.2| 10960 | 3604 | 3695| 2203 | 1369 | 3819 | 1716 |
Per cent of GDP
Current Account -3.9 7.4 12.8 3.2 11.5 2.0 16.6 17.9
Goods, net 55 15.8 19.5 12.6 223 8.6 27.2 22.7
Exports 379 44.6 455 384 51.0 43.6 54.0 51.2
Imports 325 289 26.1 259 28.6 35.0 26.8 28.5
Services, net -8.3 94 -7.5 -10.6 -11.1 -8.1 -5.6 -5.0
Primary income, net -1.4 0.8 0.6 1.0 0.1 13 -5.2 0.0
Overall balance -2.1 -4.9 -6.5 -6.6 -4.1 -2.5 -6.5 -2.9
Memorandum Items
Gross Official Reserves/ 9,465.8 8,369.8 9,105.4 8,735.9 8,506.6 8,369.8 7,987.9 7,816.3
Import Cover (months)A 10.5 9.7 10.5 10.1 9.8 9.7 9.0 8.6

Source: Central Bank of Trinidad and Tobago

Note: This table is an analytical presentation of the Balance of Payments and is presented in accordance with the IMF’s Balance of Payments and International
Investment Position Manual, Sixth Edition (BPM6). Refer to Box 3 of the Economic Bulletin, March 2017 for a Technical Note on the Transition to BPM6.

The following financial account movements are represented with a negative sign:

. A decrease in assets (inflow)

. A decrease in liabilities (outflow)

. A net inflow in net balances

The following financial account movements are represented with a positive sign:
. An increase in assets (outflow)

. An increase in liabilities (inflow)

. A net outflow in net balances

* Energy goods data for 2016-2018 comprise estimates by the Central Bank of Trinidad and Tobago.

Imports are reported on a FOB (Free on Board) basis.

Includes petroleum, petroleum products and related materials. Energy exports include exports of petroleum, petroleum products and related materials and the
exports of petrochemicals.

A End of Period.

r Revised.

P Provisional.

wk
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International Investment Position

(Data in this section are in US dollars unless otherwise stated)

The netinternational investment position was estimated
at $3,761.2 million at the end of June 2018. This reflects
a decline of $251.5 million from the position registered
atf the end of the first quarter of 2018. The movement
resulted from an increase of $632.9 million in the stock
of liabilities which more than offset an increase of $381.5

million in the stock of assets (Table liid).

The growth in the stock of assets was primarily
influenced by an increase in portfolio investment
and other investment assets over the review period.

Increased investmentsin money-market instruments by

(US$ Millions)

commercial banks largely contributed to the increase
in portfolio investment. The increase in the stock of
other investment assets was primarily due to higher
accounts receivables stemming from transactions by
both the monetary authorities and HSF. Growth in frade
credits and loans also contributed to the increase in
other investment assefs. Movement in international
investment liabilities occurred in the context of higher
other investment liabilities. The increases in other
investment liabilities was symptomatic of higher trade
credits, loans and other accounts owed to non-
residents by domestic entities. Partially offsetting this
increase was a decline in portfolio liabilities in the form

of bonds and notes.

Trinidad And Tobago: International Investment Position (At End Of Period)

Direct investment 7523 788.4 753.9 758.8 772.8 788.4 828.6 823.9
Portfolio investment 9,382.6 10,007.1 9,473.9 9,614.8 9,782.2 10,007.1 9,971.9 10,183.2
Financial derivatives 0.2 4.4 4.5 2.0 1.8 4.4 9.1 9.6
Other investment 4,725.2 4,884.9 5,069.2 5,069.4 5,282.1 4,884.9 4,891.5 52374
Reserve assets 9,465.8 8,369.8 9,105.4 8,735.9 8,506.6 8,369.8 7,987.9 7,816.3
Direct investment 9,545.2 9,086.2 9,995.6 9,795.2 9,869.2 9,086.2 9,083.5 9,128.8
Portfolio investment 4,291.6 41324 4,278.4 4,2455 4,255.4 4,132.4 4,1385 4,092.3
Financial derivatives 1.9 1.6 1.6 1.6 1.6 1.6 1.6 1.6
Other investment 5,565.8 6,179.8 5,798.0 5,624.5 6,220.9 6,179.8 6,452.7 7,086.5

Source: Central Bank of Trinidad and Tobago

r  Revised.
p Provisional.
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PART IV- MONETARY AND FINANCIAL
SECTOR DEVELOPMENTS

After remaining unchanged for 29 months, the
Monetary Policy Committee (MPC) of the Cenftral
Bank decided to increase the repo rate by 25 basis
points to 5.00 per cent in June 2018. The decision
weighted heavily the widening negative differential
between TT and US short-term interest rates and the
possible pressures that could be placed on the foreign
exchange market through higher capital outflows.
Ofther considerations at the time included a return to
growth in the energy sector—but confinued weakness
in the non-energy sector—and extremely low inflation.
By September, the differential had widened only
marginally, economic growth remained concentrated
in the energy sector and inflation was still under confrol.
At the September 2018 meeting, the MPC noted that
the previous increase in the repo rate in June was
being slowly fransmitted to interest rates throughout the
financial system. After assessing local and international
conditions the MPC decided to hold the repo rate at
5.00 per cent for the fime being, while keeping a close

eye on interest rate normalisation internationally.

In August, the Bank removed the Secondary Reserve
Requirement, which was set at 2 per cent of commerciall
banks’ prescribed liabilities. This was in keeping with the
Bank’s aim fo move away from direct tools of monetary

policy and towards more market-based measures.

Over May to October 2018, the Bank had fo manage
liquidity conditions in light of significant capital market
developments. Excess liquidity increased to a monthly
average of $3,617.7 million over May to October
relative to $2,802.8 million in the corresponding period
a year earlier. Much of this increase occurred in July
and August when the Bank allowed $5,247.4 million in
net open market maturities to facilitate sufficient system

liquidity for subscription to the National Investment
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Fund (NIF) bond issue. Liquidity was also impacted by
the removal of the Secondary Reserve Requirement on
August 2, 2018. This move immediately added $1,570.6
million of liquidity fo the banking system. Following the
settlement of the NIF bonds, the Central Bank’s open
market operations (OMOs) withdrew $4,062.2 million
over September and October, giving rise to a small
net injection of $83.1 million into the financial system
over May to October. The path of fiscal injections is
considered by the Bank with respect to the use of
OMOs in managing liquidity. Monitoring the financing
activity of the Cenfral Government is therefore central
fo the Bank’s liquidity management strategy. Fiscal
injections, traditionally the largest source of excess
liquidity, increased substantially year-on-year over May
to October 2018, reaching $3,799.1 million from $623.5
million in the corresponding period of 2017. At the
same time, the Cenfral Bank’s routine sales of foreign
exchange to authorised dealers indirectly extracted
$5,179.0 million over May to October 2018, 12.1 per

cent lower than a year earlier (Table IVa).
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1Y\ HN Fiscal Injections And Liquidity Absorption
(TT$ Millions)

Fiscal Injections

Liquidity Absorption Measures

Open Market Operations (OMOs)

Central Government Treasury Bond Issues

Commercial Banks' Fixed Deposits

Memo Item:

CBTT Sale of Foreign Exchange'

623.5 3,254.0
2,250.5 83.1
0.0 0.0

0.0 0.0
5,890.9 51789

Source: Central Bank of Trinidad and Tobago

Note: A negative sign means that there was a net issue of OMOs and commercial banks’ fixed deposits resulting in a withdrawal
of liquidity and a positive sign means a net redemption of OMOs and maturity of commercial banks’ fixed deposits which injects liquidity.

1 CBTT Sale of Foreign Exchange includes transactions under the Foreign Exchange Liquidity Guarantee facility.

Chart IVa: Commercial Banks — Excess Reserves
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Despite the flush of liquidity in the financial system,
timely management of conditions via OMOs meant
there was no material change in the pattern of
inferbank market activity in the period. Over May to
October 2018, daily average interbank activity actually
increased slightly to $113.1 million, compared with
$104.0 million in daily activity a year earlier. Similarly,

the interbank rate remained at 50 basis points.

Domestic short-term rates rose over May to October
2018, partly influenced by the increase in the repo rate.
The yield on the TT 3-month Treasury-bill gained 10 basis
points toreach 1.30 per cent over the reference period.
However, underpinned by hikes in the Fed Funds rate,
the yield on the US 3-month Treasury bill added 41 basis
points over the same period to reach 2.34 per cent.
As a result, the 3-month TT-US differential had dipped
31 basis points to 104 basis points below parity by the

end of October.

Largely positive US economic data over May to
October 2018, coupled with firm expectations that
the Federal Reserve will confinue ifs normalisation
path, underpinned the movements of long-term US
yields. In the reference period the US 10-year Treasury
bond gained 32 basis points to reach 3.15 per cent by
October2018. Meanwhile, the TT 10-year Treasury bond
rate increased 2 basis points to reach 4.39 per cent over
May to October 2018. Given these movements, the
long-term differential fell from 154 basis points in May
2018 to 124 basis points in October (Chart IVb).
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Chart IVb: 3-Month And
10-Year TT-US Differentials
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Commercial banking rates have declined slightly
thus far in 2018. Following a decline in the weighted
average lending rate of one commercial bank at the
end of 2017, some commercial banks responded by
decreasing their lending rates as well in early 2018,
while others left their rates unchanged. The resulfing
decline in the weighted average lending rate likely
reflected competition among commercial banks
for loan business in an economy that is sfill sluggish,
particularly the non-energy sector. Banks' weighted
average lending rate decreased to 8.13 per cent
in June 2018 from 8.20 per cent in December 2017.
Meanwhile, the weighted average deposit rate gained
two basis points to reach 0.64 per cent in June 2018.
Given the movementsin lending and deposit rates, the
bank spread at the end of June was 9 basis points lower
than at the end of 2017. After remaining at 9.00 per
cent until July the median prime lending rate reached
9.25 per cent by October as banks responded to the

increase of the Repo rate in June (Chart IVc).
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Chart IVc: Repo Rate And Commercial Banks’
Median Prime Lending Rate
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Lending to the consolidated system continued its
recovery (Chart IVd). Growth of financial system credit
to the private sector has been consistently above 5.0
per centin 2018 so far, after averaging just 3.0 per cent
in 2017. Lending by the commercial banks has been
steady but credit by non-bank financial system has
accelerated since February 2018, rising by 6.3 per cent

in August 2018 compared to 1.2 per centin April 2018.

Slow business lending growth continued in August.
On a year-on-year basis business lending expansion
reached 3.8 per centin August 2018 slightly higher than
the 3.6 per centin April 2018. Available disaggregated
data of lending to businesses to June mirrored the
weakness in economic activity in the manufacturing
sector as lending to this industry contracted (-21.1
per cent year-on-year). Though there have been
small signs of a recovery in economic activity in
the construction sector over the second quarter of
2018, this has not been reflected in lending to firms
in the sector as loans declined by 4.3 per cent (year-
on-year). The consfruction sector sfill has sizeable
outstanding balances which may be impairing new
loan uptake. On the other hand, lending to distribution
and finance, insurance and real estate posted robust
gains, expanding by 7.2 per cent and 15.5 per cent

respectively.
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Chart IVd: Private Sector Credit To The
Consolidated Financial System

(Year-on-Year Per cent Change)
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Consumer and real estate mortgage lending remain
the stronger categories in private sector credit. Lending
to consumers accelerated by 8.2 per cent (year-on-
year) in August 2018 compared to 5.0 per cent in
April. Loans for debt consolidation and refinancing
continued its robust growth (18.4 per centand 17.7 per
cent, respectively); the growth in these areas suggests
that consumers are rationalising their loan obligations in
the current slow economic period. Lending growth for
the purchase of motor vehicles slowed to 2.8 per cent
on account of lower advances for new vehicles (3.0
per cent) and used vehicles (2.8 per cent), along with
a decline in lending for other vehicles (-0.7 per cent).
Credit card lending moderated in the second quarter
compared to first quarter 2018 (7.3 per cent compared
to 8.5 per cent) due to the infroduction of restrictions

on credit card usage for foreign currency transactions.

Supported by persistent excess demand and lower
interest rates, real estate mortgage lending maintained
its growth. On a year-on-year basis real estate
mortgage lending grew by 9.1 per centin August 2018
compared to 7.7 per centin April 2018. Growth in real
estate lending was assisted by falling rates on new
residential mortgages which narrowed by 2 basis points
between March and June 2018 to 4.88 per cent. At the

same time, rates on new commercial mortgages lost 17

basis points between March and June 2018, falling to
6.86 per cent. Interest rates on outstanding mortgages
followed a similar tfrend with residential interest rates
narrowing by 14 basis points between March and June
2018 to 5.69 per cent while commercial interest rates
remained unchanged at 6.97 per cent since March
2018. Disaggregated residential real estate lending
for June 2018 showed strong growth in lending for
the purchase of existing houses (10.5 per cent), new
houses (6.9 per cent) and, to a lesser extent, land (1.8
per cent). On the other hand, there was a decline in

lending for renovation (-1.3 per cent).

After declining between May to July 2018, foreign
currency loans reversed its frend in August 2018. On
a year-on-year basis, foreign currency loans (almost
10 per cent of private sector credit) expanded by 4.0
per cent in August 2018 compared to 7.0 per cent in
April 2018. Foreign currency loans to businesses, which
comprise approximately 95 per cent of fotal foreign
currency loans, declined in August 2018, falling off by
4.3 per cent compared to growth of 2.4 per cent in
April 2018.

The main monetary aggregates continued to pick up
in August on account of a boost in liquidity. On the
heels of anincrease in liquidity due to the elimination of
the Secondary Reserve Requirement in August, M1-A,
defined as currency in active circulation plus demand
deposits, jumped in the twelve months to August
2018 (4.0 per cent compared to -4.8 per cent in April
2018). The broader measure of money supply (M-2),
which includes M-1A plus savings and time deposits,
expanded by 1.3 per centin August 2018 compared to
adecline of 2.9 per centin April 2018. M-2 was boosted
on account of the growth in M-1A since fime deposits

declined and savings remained stagnant.
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The decline in foreign currency deposits continued
over 2018. Foreign currency deposits narrowed by an
average of 2.8 per cent over the first seven months of
2018, with the contraction decelerating to 2.1 per cent
in August 2018. Consumer deposits fell off by 1.3 per
centin August 2018 compared to an average decline
of 3.2 per cent over January to July 2018, while business’
foreign currency deposits declined by 6.3 per cent in
August compared to an average fall off of 5.3 per cent

over the first seven months in 2018.

Financial Sector Developments

DevelopmentsInThe Local Foreign Exchange
Market

The ongoing improvement in the energy sector has
helped ease some of the pressures in the foreign
exchange market. Higher energy exports have been

reflected in growing foreign exchange conversions.

Between January and October 2018, authorised
dealers’ purchases from the public grew by 16.8 per
cent (year-on-year), mainly owing to higher conversions
by energy sector companies (27.8 per cent). Sales of
foreign currency to the public by authorised dealers

also grew by 8.5 per cent.

Reports by dealers show that foreign exchange usage
over January tfo October 2018 was driven mainly by
the retail and distribution sector (30.9 per cent) and
the credit card sector (27.9 per cent). To cover the
shortfall between authorised dealers’ purchases from
the market and their sales, the Central Bank sold
US$1,285.0 million to authorised dealers during January
to October 2018 compared with US$1,556.0 million over
January to October 2017 (Table IVb).

In October 2018, the weighted average selling rate of
the TT dollar was US$1 =T7$6.7818, a slight depreciation
from US$1 =T7$6.7817 at the end of December, 2017.

BELJERVH  Authorised Dealers: Foreign Exchange Market Activity

(US$ Millions)

2013 5,802.2

2014 5,525.2

2015 4,941.3

2016 4,289.0

2017 3,606.9

Jan 2017 to Oct 2017 2,848.4
Jan 2018 to Oct 2018 3,326.4
Y-o-Y Per cent Change 16.8

7,076.4 1,274.2 1,315.0
6,956.0 1,430.8 1,715.0
7,382.5 2,441.2 2,640.9
5776.8 1,487.8 1,811.6
5,195.3 1,588.4" 1,816.0
4,257.1 1,408.7 1,556.0
4,618.8 1,292.3 1,285.0

8.5 -8.3 -17.4

Source: Central Bank of Trinidad and Tobago

1 Purchases from the Central Bank of Trinidad and Tobago include transactions under the Foreign Exchange Liquidity Guarantee facility.

r Revised.
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Stock Market Developments

The stock market generally saw declining trends over
the first nine months of 2018 (Chart IVe). The major
Composite Price Index (CPI) fell by 3.7 per cent over the
period, leading to stock market capitalization falling by
4.3 percent at end September 2018. The market retreat
was driven by declines in the All T&T Index (ATI) which
slipped by 2.2 per cent and in the Cross Listed Index
(CLI) which deteriorated by 4.3 per cent.

Chart IVe: Composite Price Index
And Stock Market Capitalization
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The non-energy sector sub-indices moved negatively
over the first nine months of 2018, in contrast to the
Energy sub-index which expanded by 9.8 per cent
over the period (Chart IVfand IVg). Stock price declines
in the two cross-listed banking institutions resulted in a
1.5 per cent decline in the Banking sub-index, while
the Trading sub-index (-2.2 per cent) was driven down
by a substantial fall in Prestige Holdings Limited stock
price due to cited reasons of the difficult economic
environment and food cost inflation. Declines were
also noted for the Non-Banking Finance (-4.2 per cent),
Property (-8.1 per cent), Manufacturing | (-7.6 per cent),
Conglomerates (-8.7 per cent), and Manufacturing |l
(-22.1 per cent) sub-indices. The substantial decline
in the Manufacturing Il sub-index was attributed fo a

24.5 per cent decline in the Trinidad Cement Limited

(TCL) stock price as a result of economic pressures in
the construction sector, lower cement sales in respect
of trading volumes, over the first nine months of 2018,
51.5 million shares were exchanged at a total value of
$804.1 million. Conversely, during the same period in
2017, 61.0 milion shares were exchanged at a value
of $740.7 million.

Chart IVf: Trinidad And Tobago Stock Market
Sub-Indices
(January to September 2018)
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Source: Trinidad and Tobago Stock Exchange

Chart IVg: Trinidad And Tobago Individual
Stock Prices

(January to September 2018)

Per cent

Source: Trinidad and Tobago Stock Exchange
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Primary Debt Market Activity

Provisional information suggests that over the first three
quarters of 2018, activity on the primary debt market
was on par with the same period in 2017 (Chart IVh
and Table IVc). Over the period, the market observed
13 primary issues at a value of $10,751.8 million
compared to the same number of primary issues (13)
but at a value of $9,836.1 million in the same period
one year earlier. The Cenfral Government confinued
to be a major borrower financing $2,200 million via
four private placements. Furthermore, three state
enterprises, First Citizens Bank, Trinidad and Tobago
Mortgage Finance Company Limited (TTMF), and
Trinidad and Tobago Electricity Commission (T&TEC)
financed a total of $3,490.6 milion over the period.
Two CARICOM firms, Portland (Barbados) Limited and
First Caribbean International Bank (Trinidad & Tobago)
Limited, borrowed US$15.0 million and TT$500 million,

respectively.

A nofeworthy development over the period was the
listing of the NIF bonds for the purpose of monetizing
debt owed to the Government by Colonial Life
Insurance Company (Trinidad) Limited (CLICO).
The bonds, which received just over $7.3 billion in
subscriptions, were issued in three franches totalling
$4.0 billion.
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Chart IVh: Primary Debt Security Activity
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IEJ AN/ Authorised Dealers: Foreign Exchange Market Activity
(TT$ Millions)

Jan-18 First Citizens Bank 612.22 5.0 years Fixed rate 4.25% Private
(US$90.4Mn)

Home Mortgage Bank

Tranche 1 99.0 6.0 years Floating rate 3.50% Private

Tranche 2 101.0 6.0 years Floating rate 4.72% Private
Mar-18 Central Government of

Trinidad and Tobago

Tranche 1 800.0 7.0 years Fixed rate 4.15% Private

Tranche 2 400.0 15.0 years Fixed rate 5.15% Private
Apr-18 First Citizens Bank 860.8 6.0 years Fixed rate 4.50% Private
May-18 HADCO 260.0 10.0 years Fixed 6.25%, Amortizing Private

National Insurance Property
Development Company Limited

(NIPDEC) 405.0 14.0 years Fixed 4.65%, Amortizing Private
Jun-18 Central Government of

Trinidad and Tobago 500.0 3.0 years Floating rate 2.65%, reset

annually based on 1-year OMO Private

Central Government of

Trinidad and Tobago 250.0 12.0 years Fixed rate 4.60% Private
Aug-18 National Investment Fund Holding

Company Limited (NIF)

Tranche 1 1,200.0 5.0 years Fixed rate 4.50%

Tranche 2 1,600.0 12.0 years Fixed rate 5.70% Public

Tranche 3 1,200.0 20.0 years Fixed rate 6.60%
Sep-18 Central Government of

Trinidad and Tobago 250.0 11.0 years Fixed rate 4.75% Private

Source: Central Bank of Trinidad and Tobago

p Provisional.
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Secondary Bond Market Activity

Trading activity on the secondary government bond
market was weaker over the first nine months of 2018.
Over the period, 45 frades occurred at a face value of
$306.9 million. Comparatively, during the same period
in 2017, the exchange witnessed 74 trades at a face
value of $499.8 million. With respect to the secondary
corporate bond market, the inclusion of the NIF bonds
resulted in the market observing six trades at $8.9 million
during September 2018.

Central Government Yield Curve'

The increase in the Repo rate to 5.0 per cent at the
end of June 2018 influenced the upward movementin
short-term benchmark treasury rates in September 2018
(Chart1Vi). Over the first eight months of 2018, short-term
yields on the Central Government Yield curve generally
frended down as the 3-month rate slipped by 1 basis
point to 1.20 per cent while the 1-year rate fell by 7
basis points to 2.65 per cent. However, by the end of
September 2018, both the 3-month and 1-year rates
had jumped by 10 basis points to 1.30 per cent and
2.75 per cent, respectively. Over the first nine months
of 2018, the longer-term rates also trended up as the
10-year and 15-year rates both increased by 5 basis
points to 4.39 per cent and 5.11 per cent, respectively.
Despite the upward trend in the yield curve, the Central
Government bond Price Index slipped negligibly by 0.1
per cent while the Total Return Index gained 4.7 per
cent by the end of September 2018.

Chart IVi: Trinidad And Tobago Central
Government Treasury Yield Curve
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Mutual Fund Market®

The domestic mutual fund industry improved during
the first half of 2018 as investors sought higher returns
(Chart IVj). Aggregate funds under management'®
grew by 2.3 per cent to $44.2 bilion compared to
a marginal dip of 0.5 per cent in the same period
one year earlier. The expansion of the industry was
driven by a 12.1 per cent jump in equity funds under
management ($6.6 billion), mainly supported by
improved performances in advanced stock markets, in
addition fo a 5.5 per cent expansion in money market
funds to $8.8 billion. In terms of currency profile, TT dollar
funds grew by 3.5 per cent to $35.4 billion while foreign
currency funds fell by 2.7 per cent to the TT equivalent
of $8.7 billion. The fall in foreign currency funds was
largely due to valuation changes, despite the category

attracting $39.8 million in net sales.

" The TT Treasury Yield Curve is constructed monthly by the Central Bank of Trinidad and Tobago and is based on information from Domestic Market
Operations, the Trinidad and Tobago Stock Exchange (TTSE) Secondary Government Bond Market, and market reads from market participants.

> In September 2018 a reclassification of funds used in this analysis was undertaken to more accurately represent the industry characteristics.

' Aggregate funds under management refer to mutual fund information collected by the Central Bank of Trinidad and Tobago, including funds managed
by the Trinidad and Tobago Unit Trust Corporation, Royal Bank of Trinidad and Tobago, Republic Bank Limited and First Citizens Bank Limited.
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Over the six-month period, the industry witnessed net
sales of $1,075.3 million, which comprised total sales
of $7,828.6 million and total redemptions of $6,753.3
million. In comparison, in the same period of 2017 the
industry experienced net sales of just $25.2 million.
Income funds received the largest share of net sales
($580.9 million), while equity funds and money market
funds received $254.8 million and $249.6 million
respectively.

Chart IVj: Mutual Funds - Aggregate Fund Value
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