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During FY2019/20, the Government successfully naaigd the debt-to-GDP on a downward

trajectory, underpinned by the positive performaméekey macroeconomic indicators and

proactive debt management strategies. The debft®-@& projected to be 91.5 percent at
end-March 2020, 2.9 percentage points lower tharBth4 percent recorded at end-March 2019
and remains on track to meet the legislated tarfy@0.0 percent or less by FY2025/26.

The Medium-term Debt Management Strategy (MTDS) G2®21 — FY2023/24, governed by
the Public Debt Management Act (PDMA), will contento align with the GOJ’s public debt
strategic priorities and policy objectives. Notvgitiinding marked improvements in cost and risk
indicators, the Government remains vigilant aselates to the level of exposure to foreign
currency, interest rate and refinancing risks mdlebt portfolio. As such, the GOJ will continue
to operationalize the strategy of borrowing maimythe domestic market at fixed-rates across
the yield curve to support efforts in mitigating#e risks.

The Annual Borrowing Plan (ABP), included in the BI$ outlines the planned financing

programme for FY2020/21. The plan also increasesttansparency of debt operations and
provides an opportunity for prospective investarsconfigure their portfolios to successfully

participate in GOJ issuances.

In keeping with the objective of inclusiveness apen dialogue with stakeholders, the GOJ will
continue to deepen its engagement with the matketugh the DMB’s Investor Relations
Programme.

The GOJ remains committed to ensuring that Jan@oaéinues to be fiscally responsible and
pursues strategies for attaining higher levelaustanable growth.

Your comments on the document are welcome at: limfog®) mof.gov.jm

Nigel Clarke, DPhil, MP Darlene Morrison
Minister of Finance and the Public Service naricial Secretary
February 11, 2020 February 11, 2020




The Medium-Term Debt Management Strategy (MTDS)tiooles to play a significant role in
the achievement of the GOJ’s public debt manageoyerational goals and objectives.

The MTDS &/0/01/2 &/0/31/4 will guide debt management operations over the
medium-term to ensure that the GOJ’s financing seed satisfied at prudent levels of risk. It
also reaffirms the Government’s commitment to cured stakeholder engagement in the effort
to engender sustained support for GOJ’s issuances.

Accordingly, the preparation of the document ineslvthe technical process of utilizing an
analytical toolkit to model and assess alternatarfting scenarios, from which an optimal
borrowing strategy is selected for execution.

Sincere appreciation and thanks to the DMB teantHeir valuable contribution and continued
commitment to the preparation of the document. fBaen remains steadfast in its efforts to be
innovative and proactive in the execution of sgede regarding the management of the public
debt.

Special thanks to: Miss Darlene Morrison, Finan8atretary; Mr. Courtney Williams, Deputy
Financial Secretary, Technical Advisory Coordinat{@cting); IMF consultants and the Public
Debt Management Committee for their support, guidaand input.

Dian Black

Principal Director

Debt Management Branch
Economic Management Division
February 11, 2020




The design and implementation of sound debt manegerstrategies help to: (i.) reduce
macro-financial risks; (ii.) reinforce fiscal sustability; (iii.) complement prudent monetary
policy implementation; and (iv.) advance financiséctor development by supporting a
functioning government securities market.

The Government of Jamaica’s (GOJ’'s) Medium-Term tDilanagement Strategy (MTDS
FY2020/21 — FY2023/24) prioritizes the reduction the portfolio’s exposure to foreign
currency, interest rate and refinancing risks. Adowly, the financing programme focuses
mainly on domestic fixed-rate issuances acrossytbkl curve. The strategy also aims to
facilitate further development of the domestic detzirket and proposes an issuance modality
geared towards increasing efficiency and liquiditthe GOJ securities market.

Despite a relaxing of the primary surplus target6té percent, the debt trajectory remains
downward, projected at 91.5 percent at end-FY2@,9é%s than the 94.4 percent recorded at the
end of the previous fiscal year. Strict adherercehe primary surplus target is expected to
support continued reduction in the debt-to-GDPFine Wwith the legislated target of 60.0 percent
or less by FY2025/26.

Sustained improvements in the macro economy ar@hgstfiscal performance continue to
support the successful implementation of GOJ’s dehhagement strategy. Debt operations
during FY2019/20 were consistent with the Governt'seistrategy to borrow mainly at
fixed-rates over longer tenors in the domestic miarkavourable financing conditions in both
the external and domestic markets coupled witmgtiemand for GOJ securities contributed to
improvements in key portfolio indicators evidendsda general reduction in portfolio exposure
to interest rate and refinancing risks. Notwithdiag a depreciation of the Jamaica dollar
relative to the US dollar, a reduction in the st@¢lJS dollar-denominated debt highlighted a
reduction in the portfolio’s nominal exposure toeign currency risk over the review period.
These improvements were realized in the contexfeokrally lower annualized interest costs in
the domestic and external portfolios.

Government’'s exposure to explicit contingent lidieié also decreased over the period, as
reflected in a 13.7 percent reduction in the stotksovernment guaranteed loans (GGLs) at
end-December 2019 relative to end-March 2019. Bmeamitant reduction in the GGL-to-GDP
ratio to a projected 4.4 percent puts the GOJ albédde legislated ceiling of 5.0 percent for
end-FY2021/22.

During FY2020/21, the GOJ will focus on advancihg tlevelopment of an enhanced Primary
Dealer System, wherein stakeholders’ roles and capens will be clearly defined.
Additionally, the GOJ, through the DMB’s InvestorelRtions Programme, will continue to
deepen its engagement with the market, therebyotidaing the strong relationship with
investors and other key stakeholders to ensuremt@u confidence in GOJ securities.




The Government of Jamaica’s (GOJ) Medium-Term Ddlanagement Strategy (MTDS) is
developed within the context of the Fiscal Resgdahtsi Framework and guided by the Public
Debt Management Act (PDMA). The MTDS for FY2020RY2023/24 examines the costs and
risks for the debt portfolio relative to establidhbenchmarks, under a baseline and stress
scenarios, for alternative financing strategies.e T$elected strategy informs a financing
programme which most adequately aligns with the éamwment’s cost and risk preferences and
best meets the following broad strategic debt mamagt objectives:

Raising adequate funding to satisfy GOJ’s finanawegds, at the lowest possible costs
and at prudent levels of risk;

Minimizing exposure to and managing the main riskerent in the public debt portfolio;

Maintaining and encouraging further developmendrogfficient domestic debt market for
GOJ securities; and

Broadening the Government’s investor base and sliyerg funding sources.

Jamaica continues to benefit from the economicrme$oundertaken through two consecutive
IMF agreements. This is reflected in sustained owements in key macroeconomic indicators
and strong fiscal performances over the last fearsieThese gains have served to anchor the
debt trajectory firmly downwards, projected at 9pé&rcent for end-FY2019/20, on track to
achieving the legislated target of 60.0 percenéss by end-FY2025/26.

The Government’s strategy to borrow mainly at fixates over longer tenors in the domestic
market contributed to improvements in the respectwest and risk indicators for the debt
portfolio. Strong domestic demand for GOJ secugjt@midst monetary policy easing by the
Bank of Jamaica (BOJ), enabled issuances acrossuthie and resulted in reduced exposure to
interest rate and refinancing risks and lower ahmti@rest costs in the domestic debt portfolio.

Similar successes were realized in the externakfghar, where costs and risks were

simultaneously lowered over the review period. Kprecurrency risk was mitigated as net
amortizing outflows, the consolidation of Petro®@ariDevelopment Fund (PCDF) holdings of
GOJ securities and the execution of liability maeragnt operations (LMOSs), all contributed to a
reduction in the stock of US dollar-denominated tdebker the period. Notwithstanding the

reduction in the nominal stock, depreciation of Jlagnaica dollar mitigated the pass-through to
the portfolio in Jamaica dollar terms.

Despite the improvements in the cost and risk [@odf the public debt portfolio, foreign
currency and refinancing risks remain significam@erns for the Government. Accordingly, the
MTDS for FY2020/21-FY2023/24, which includes the rual Borrowing Plan and Issuance




Calendar, will continue to operationalize a strgtegborrowing mainly in the domestic market
at fixed rates across the yield curve.

The scope of the analysis covers total public dehtch includes Central Government debt and
that of specified public bodies, except the BOJd,afie@ny cross holdings. The stock of debt used
in the analytical toolkit includes Central Govermhelebt and Government guaranteed loans
currently serviced by GOJ.

This document is divided into eight (8) sectiomg|uding the Introduction. The remainder of the
document is organized as followSection Il provides a profile of the public debt stock; and
Section IIl presents the cost and risk analysis for the detifgiio. Section 1V highlights key
risk factors that affect the portfolio and estinsatbe portfolio’s sensitivity to specific market
risks. Section V provides a general overview of the macroeconomigrenment.Section VI
discusses the modelling and selection of the medarm debt management strate@gection
VII presents the Annual Borrowing Plan and Issuancategjy. Section VIII discusses key
developments in the domestic debt market and thestor Relations Programm$ection 1X
concludes the medium-term debt management strategy.




At end-December 2019, the stock of total publictdettstanding was $1,999,491.1 million,
$61,477.6 million or 3.2 percent more than the riggat end-March 2019 (s@able 1). The
change reflected an increase in net public bodiebt partially offset by reductions in Central
Government domestic and external debt over theeweyeriod. The share of net public bodies’
debt in total public debt increased to 4.5 peraanénd-December 2019 from 0.5 percent at
end-March 2019. Total public debt is projected &%1,943,904.4 million or 90.2 percent of
GDP at end-March 2020, and remains on track to rtieet60.0 percent of GDP ceiling by

March 2026.
Table 1: Profile of the Public Debt Stock

Mar-19 Dec-19 Change
J$ millions J$ millions J$ million %
Total Debt 1,938,013.5 1,999,491.1 61,477.6
Total Central Government Debt 1,928,767.0 1,909,196.4 (19,570.7) (€0))
Central Government Domestic Debt 755,977.7 743,902.1 12(,075.6) (1.6)
Marketable Securities 755,776.7 743,751.3 (12,025.4) 601
Bonds 745,976.7 733,451.3 (12,525.4) @.7)
Treasury Bills 9,800.0 10,300.0 500.0 51
Loans 201.0 150.8 (50.2) (25.0)
Commercial Banks 0.0 0.0 0.0
Public Sector 200.8 150.6 (50.2) (25.0)
Perpetual Annuities 0.2 0.2 0.0 0.0
Central Government External Debt 1,172,789.3 1,165,298 (7,494.9)
Marketable Securities 716,844.3 682,777.3 (34,067.0) RS (!
Bonds 716,844.3 682,777.3 (34,067.0) (4.8)
Loans 455,945.0 482,517.0 26,572.0 5.8
Bilateral 86,820.6 103,236.8 16,416.2 18.9
OECD 5,882.0 4,548.0 (1,333.9) (22.7)
Non-OECD 80,938.6 98,688.8 17,750.2 21.9
Multilateral 364,644.9 377,884.8 13,239.9 3.6
IDB 196,943.9 206,679.7 9,735.8 49
IBRD 109,240.6 117,412.3 8,171.7 7.5
Other 58,460.4 53,792.8 (4,667.6) (8.0)
Commercial Banks 4,479.5 1,395.4 (3,084.2) (68.8)
Gross Public Bodies' Debt 334,137.6 250,359.9 (83,7@)7. (25.1)
Guaranteed Loans 109,410.7 94,374.0 (15,036.7) (13.7)
Loans from Central Gov't 162,313.2 79,785.9 (82,527.4) (50.8)
Non-Guaranteed Loans 62,413.7 76,200.0 13,786.3 22.1
Total Cross Holdings 324,891.2 160,065.2 (164,826.0) 0(pH)

Net Public Bodies 9,246.5 90,294.7 81,048.2
Source: Ministry of Finance and the Public Ser{ideFPS).




Total Central Government debt outstanding at encdebBer 2019 was $1,909,196.1 million, a
decrease of $19,570million or 1.0 percentompared to the $1,928,767.0 million recorded at
end-March 2019. This resulted from reductions i@ dlomestic and external portfolios which

decreased by 1.6 percent and 0.6 percent, resplgctiv

The stock of Central Government external debt dem@ from $1,172,789.3 million at
end-March 2019 to $1,165,294.3 at end-December .20h@ realization of net amortizing
outflows, the consolidation of PetroCaribe Develeptn Fund (PCDF) holdings of GOJ
securities and the execution of liability managetegrerations (LMO’s) all contributed to the
reduction in the stock by approximately US$533.4#iom. However, depreciation in the value of
the Jamaica dollar mitigated the pass-through isfréduction to the portfolio in Jamaica dollar
terms. The stock of Central Government externalt deb expected to decrease to
$1,110,802.5 million by end-March 2020.

The domestic portfolio decreased from $755,977.7lliani at end-March 2019 to
$743,902.1 million at end-December 2019. Domelstinds, which accounted for the largest
share of Central Government domestic debt, recoitiedlargest reduction, reflecting net
outflows associated with relatively large amoriizas of Benchmark Investment Notes (BINS)
over the review period. Central Government domediat is projected at $763,584.7 million at
end-March 2020.

"& IS %

The Non-Central Government sector comprises puimdies, excluding those certified by the
Auditor General as primarily carrying out functiathgt are of a commercial nature. Gross public
bodies’ (PBs) debt at end-December 2019 of $2500388illion was $83,777.8 million or
25.1 percent less than the $334,137.6 million edrat end-March 2019. This decrease was
attributed to reductions in loans from Central Goweent and Government guaranteed debt,
mitigated by an increase in non-guaranteed debt.MBs debt at end-December 2019 was
$90,294.7 million, an increase of $81,048.2 millmympared to end-March 2019. This increase
partly resulted from a reduction in cross holdisgbsequent to the incorporation of PCDF into
Central GovernmerftNet PB'’s debt is projected at $69,517.3 millioreat-March 2020.

! Net public bodies’ debt is calculated as grosdipitodies’ debt less cross-holdings. Cross-holglimglude loans
from Central Government or other PBs and PBs imvests in GOJ securities.

% The increase in net PBs debt also reflected a 0%$2million increase in liabilites on NROCCs bate sheet,
associated with the assumed ownership of Trans idantdighway (TJH). This increase will fall away upo
completion of the TJH initial public offering (IP@uring the fourth quarter of FY2019/20.
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Figure 1 highlights the net financing flows for the Cent@bvernment domestic and external
debt portfolios and the trajectory of the stocktofal public debt from end-March 2019 to
end-December 2019. Financing activities of the G&vér the review period reflected a
well- thought-out strategy to reduce net finanamigpws. Amortization of a fixed-rate domestic
BIN in July 2019 of $40,523.5 million, a fixed-ratexternal BIN in June 2019 of
$11,586.8 million and net inflows of approximat&l/6,043.6 million from the re-opening of the
2045 JAMAN global bond in September 2019 were megottributors to net financing outflows
of $30,647.5 million for the period. Net outflomiin the Central Government domestic and
external debt portfolios were $16,006.8 million &1dt,640.6 million respectively.

Figure 1: Net Financing Flows and Trajectory of Pultic Debt
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Notes: Financing flows and total public debt arenitlions of Jamaica dollars.
Source: Ministry of Finance and the Public SeryMeFPS)

Throughout the review period, financing operatiomsre consistent with GOJ’s objective to

reduce the debt-to-GDP. As highlighted kigure 2, debt-to-GDP is expected to continue

trending downwards and is projected at 90.2 perantend-FY2019/20, a reduction of

4.2 percentage points, compared to the 94.4 pereeatded at end-FY2018/19. With continued
commitment to strong fiscal discipline and pruddabt management, the GOJ is on track to
realize further reductions in the debt-to-GDP cstesit with the legislated target of 60.0 percent
or less by FY2025/26.

Figure 2: Debt-to-GDP Trajectory
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Box 1: Liability Management Operations (LMOSs) for FY2019/20

Tender-switch

Section 7.3 of the MTDS FY2019/20-FY2022/23 outtindhe GOJ’s intention to underta
“opportunistic” liability management operations ihgr FY2019/20. In this regard, a LMO w
successfully executed in the international capitaikets in September 2019. The transaction
two components. Firstly, investors were invitedteader any or all of the outstanding glo
bonds due 2022, 2025 (2 series) and 2028 for Gashsecond component involved the issua
of new bonds through the reopening of the globaldodue 2045.

The transaction was structured consistent withotibad strategic debt management objective
managing costs and risks in the public debt padfalhile raising adequate funding to sati
the GOJ’s financing needs. Due to the high denfanthe 2045 bonds, low buyback premiu
were offered on the trading levels for the targdtedds. This, in addition to the high price of

s of

5fy
ms
he

2045 bonds, contributed to annual interest coshgavof US$18.2 million, and a net reduction

in the nominal debt stock of US$34.2 million. Theemge-time-to-maturity of the value of t
debt stock involved in the transaction was incréasg 18.7 years. Despite volatile mar}
conditions, the transaction was successful in @ity refinancing risk. This further contribut
to the Government’s objective to reduce bunchingnaturities in the debt portfolio which

prevalent in FY2024/25 and FY2028/29.

Currency Conversion

The GOJ collaborated with the Inter-American Depatent Bank (IDB) in the execution of tw
currency-swap liability management transactionsllioy US$50.0 million, in two equa
tranches of US$25.0 million during the fiscal yeEte GOJ achieved the following:

Mitigated foreign currency risk by reducing thedign currency composition of the debt;
Mitigated interest rate risk by swapping a mulélal variable-rate loan to a fixed-rate lo
currency loan; and

Realized net savings estimated at J$466.9 million.

he

et
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S
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il
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Establishing an appropriate balance between costsisks is vital to the effective management
of the public debt portfolio. The MTDS provides mghostic framework through which costs

and risks of alternative financing strategies aseased. While cognizant of the varied risks to
the debt portfolio, the MTDS focuses on the quadifon and management of market and
refinancing risks.

Market risks relate to changes in macroeconomifinancial variables which affect the debt

portfolio, either through valuation effects or ded@rvice costs. The main market risks are
exchange rate, interest rate, and inflation riskse public debt portfolio continues to be

significantly exposed to foreign currency risk. &ivthe current trajectory of interest rates in the
external and domestic markets and considering theetary policy dynamics at play, there are
potential upside risks to interest costs over tleeliom-term. Inflation risks are subdued due to
low exposure and low and stable inflation expegtetiover the medium-term.

Table 2 compares key cost and risk indicators for the getfolio at end-March 2019 and
end-December 2019, relative to established fisealr yargets. Overall, the key cost and risk
indicators were generally in line with the targemnd improved compared to
end-March 2019. Interest cost decreased over th®dp@s a reflection of current market
conditions. Foreign currency risk continues tolmmain risk in the debt portfolio, however, the
share of foreign currency debt in total debt desedamarginally between end-March 2019 and
end-December 2019, and remained within target.ndeting risk also reduced over the review
period, with improvements in specific indicators fbe domestic and external portfolios, which
all fell within the target range. The portfolio’verall exposure to interest rate variability also
decreased.




Table 2: Public Debt Cost and Risk Indicators

Outcomes
End-Mar 2019 End-Dec 2019

Targets end-March 2020
Min

Change Max

Implied Annual Interest Cost
Domestic

External

Total

6.3 6.2 (0.1) - -
5.9 5.8 (0.1) - -
6.1 5.9 0.2) - -

Interest Rate Risk

Domestic

Variable-Rate Debt

Debt Refixing in 1 year (% of total)
Average-Time-to-Refixing (Years)

External

Variable-Rate Debt

Debt Refixing in 1 year (% of total)
Average-Time-to-Refixing (Years)

Total

Variable-Rate Debt

Debt Refixing in 1 year (% of total)
Average-Time-to-Refixing

Refinancing Risk

37.5 37.0 (0.5) 28.0 30.0

44.0 37.5 6.5 - -

7.6 8.0 0.4 - -
28.9 30.8 1.9 35.0 40.0
29.2 28.6 (0.6 - -

9.1 10.9 1.8 - -
32.1 33.1 1.0 30.0 33.0
34.8 32.0 (».8 - -

8.5 9.8 1.3 - -

Domestic
Debt maturing in 1 year (% of total)
ATM (Years)

External
Debt maturing in 1 yr (% of total)
ATM (Years)

Total
Debt Maturing in 1 yr (% of total)
ATM (Years)

Foreign Currency Risk

7.8 13.4 5.6 - -
9.8 10.1 0.3 - -
1.1 0.5 (0.6) - -
11.3 13.2 1.9 - -
3.6 5.4 1.8 - G0
10.7 12.0 1.3 >=9.0 -

FX debt as (% of total debt)

60.8

Inflation Risk
CPI-Linked debt (% of total debt)

Contingent Liabilities

25 2.6

Guaranteed Loans (% of GDP)

5.3 4.4 (0.9) - <=5.0

Source: Ministry of Finance and the Public Service




Table 2 depicts a weighted average interest cost of 5.8epérfor Central Government debt at

end-December 2019, which represented a 0.2 pegeeraint reduction when compared to

end-March 2019. The reduced interest cost wadatéd to a 0.1 percentage point reduction in
both the domestic and external portfolios. This doworrowing cost was driven by the

accommodative monetary policy stance of the Fedeeslerve (FED) and the BOJ, as well as
high levels of domestic market liquidity and inged investor demand for GOJ securities during
the review period.

Domestic fixed-rate bonds were the most costlyrumsents with an average interest cost of
8.6 percent at end-December 2019. The averageegtiteost on domestic variable-rate bonds
was 6.5 percentage points lower than domestic fiaéel bonds. Global fixed-rate bonds were
the second most expensive cost drivers for the defifolio with an average interest cost of

7.8 percent. Fixed-rate multilateral/bilateral lsawere the least costly instruments in the
external portfolio with an average interest cos?2.@f percent, approximately 0.4 percentage point
lower than variable-rate multilateral/bilateral hsa(sed-igure 3).

Figure 3: Weighted Average Implied Interest Costs & Instrument

8.6%
7.8%

3.9%

2.7%

2.1% 2.3%

FR BINs VR BINs FR Official Creditors VR Official JAMAN Global | Commercial Bank
Creditors Bonds Loans
Domestic External
Source: Ministry of Finance and the Public Service
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Interest rate risk relates to changes in debt sereosts resulting from variability in market
interest rate3.A portfolio’s exposure to interest rate risk isualy determined by the share of

% The 3-month T-bill rate and the US-Libor servaetsrence rates for domestic and external detpectively.




existing floating-rate debt and fixed-rate debtt tfadls due within 12 months and needs to be
rolled over.

Figure 4 highlights a downward trend in benchmark interasés for the debt portfolio during
calendar year 2019. The BOJ reduced its policy fiate times, from 1.75 percent to its current
level of 0.50 percent per annum. This monetaryngasias geared towards stimulating the
expansion of private sector credit in order to sphrgher level of economic activity. In an effort
to mitigate the potentially negative effects on 8 economy from increased geopolitical
tensions, rising trade uncertainty and slowing glayowth, the Fed reduced its policy rate three
times, cumulatively by 75 basis points (bps) duagendar year (CY) 2019. The policy actions
of both monetary authorities resulted in downwashds in the 3-month Treasury bill (T-bill)
rate and the 3-month US dollar Libor (§&gure 4). The 3-month T-bill rate was 1.32 percent in
December 2019, 95 bps lower than January 2019. ddngpared to an 87 bps reduction in the
3-month US Libor to 1.91 percent at end-Decembé&®20

Figure 4: Reference Rates for the Debt Portfolio
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There was general improvement in the portfolio’pasure to interest rate risk, reflected in
increases in the average-time-to-re-fixing (ATRY atebt re-fixing within one year. The ATR
measures the weighted average time until all geedcpayments in the debt portfolio become
subject to a new interest rate. Over the reviewoderthe ATR for Central Government debt
portfolio increased by 1.3 years from 8.5 years ead-March 2019 to 9.8 years at
end-December 2019. This was as a result of a @Aared 1.8 years increase in the domestic and
external debt portfolios, respectively.




The share of debt re-fixing in one year or lessur@s the proportion of debt, which is subject to
a new interest rate within the next twelve montfike share of debt re-fixing in one year or less
decreased to 32.0 percent at end-December 201934d8npercent at end-March 2019. This was
driven by a 6.5 percentage points and 0.6 percenpaint reduction for the domestic and

external portfolio, respectively.

Notwithstanding these improvements, the share ofabke-rate debt in total public debt
increased marginally over the review period. Thisréase was entirely attributable to the
external portfolio, where the share of externalialde-rate debt increased by 1.9 percentage
points to 30.8 percent at end-December 2019. Cstiritdly, the share of domestic variable-rate
debt decreased from 37.5 percent at end-March 2039.0 percent at end-December 2019 (see
Table 2).

Foreign currency risk is the financial risk asstemawith changes in the exchange rate and the
potential impact on the value of foreign curreneppdminated debt and the associated debt
service costs. The level of risk is a function bé tshare and nominal exposure of foreign
currency-denominated debt in the portfolio and tbktility of the exchange rate between the
local currency and foreign currencies. A deprecratf the Jamaica dollar will increase the stock
valuation as well as debt service costs in Jamaichar terms, in respect of foreign
currency-denominated debt.

The strategy of greater reliance on local currdirgncing vis-a-vis foreign currency financing
helped to reduce the portfolio’s nominal exposwrdareign currency risk. During the period
end-March 2019 to end-December 2019, the nominkievaf foreign currency-denominated
debt decreased by 5.8 percent from US$9,273.5omitth US$8,740.1 million. Notwithstanding
the nominal reductions, the share of foreign cuyetebt relative to total debt was 60.7 percent
at end-December 2019, broadly unchanged from ttf& @€rcent outturn at end-March 2019 and
below the limit established in the MTDS FY2019/202022/23.

The Government also took proactive steps to reflueggn currency risk. In September 2019, a
major LMO was conducted in the external market ol near-to-maturity USD-denominated
bonds were offered for early redemption, resulting a net reduction in
foreign currency-denominated debt of US$34.2 millidfthe Government also executed a
currency swap in which a variable-rate loan from biiter-American Development Bank (IDB)
totaling US$50.0 million was converted to Jamaio#ads in two tranches of US$25.0 million




each (sedBox 1). Both transactions contributed to 15.8 percenthef total reduction in the
nominal foreign currency-denominated debt.

Notwithstanding the reduction in the portfolio’'spasure to foreign-currency risk, there was
increased volatility in the exchange rateed Figure 9% Between April 1, 2019 to
December 31, 2019, the Jamaica dollar depreciayed.® percent vis-a-vis the US dollar,
moving from J$126.47: US$1.00 to J$132.57: US$1T00s was faster than the corresponding
period in FY2018/19 when the rate of depreciati@s\l.7 percent and the exchange rate moved
from J$125.01: US$1.00 to J$127.72: US$1.00.

Figure 5: Actual Daily IMD-USD Exchange Figure 6: Monthly Depreciation Rate and
Rate Associated Valuation Effects
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Large variability in the foreign exchange rate slated into changes in the debt stock with the
increase being as high as $84,421.0 million in IAR@19. Despite intermittent appreciations,
currency movements added $64,929.2 million to thestanding stock of debt over the review
period (sed-igure 6).

Inflation risk in the debt portfolio relates to ctges in the stock of public debt and debt service
costs resulting from movements in the ConsumerePhex (CPI). Inflation-linked debt
instruments are attractive to potential investarthie context of high and unpredictable inflation
as they provide an opportunity to hedge againseases in the inflation rate, thus preserving the
real return on investments. Upward movements inirtfiation rate will increase the nominal




value of inflation-linked debt as well as the asat@dl debt service costs to the GOJ. The extent
of the impact will depend on the change in thesitidin rate and the portfolio’s exposure.

In recent times, the BOJ has embarked on the mgnetdicy stance of inflation targeting, with
the aim of maintaining a low and stable inflati@ter within a lower limit of 4.0 percent and an
upper limit of 6.0 percent. The inflation targetinggime is expected to translate into lower
uncertainty regarding unexpected changes in the fpevel.

Currently, exposure to inflation risk is containedd the domestic portfolio. As at

end-March 2019, total inflation-linked debt was 34®.15 million, or 6.4 percent of total

outstanding Central Government domestic debt. GiRlements over the period April 1, 2019 to
December 31, 2019, resulted in an increase indghevof CPI-linked debt by $1,780.8 million to
$50,198.95 million, representing 6.8 percent ofstartding domestic debt. The share of
CPI-linked debt as a percentage of total CentraveBument debt was 2.6 percent at
end-December 2019, broadly unchanged from end{M204&9 (seé&igure 7).

Annualized average implied cost on CPI-linked bonwlas estimated at 2.7 percent at
end-December 2019 which is lower than the costixd#dtrate BINs of comparable tenors.

However, the annualized adjusted cost, which takesconsideration inflation movements, was
estimated at 6.2 percent at end-December 201%edc@ntage point higher than the implied cost
of the fixed-rate BINs (seléigure 8).

Figure 7: Share of CPI-Linked Debt in the
Central Government Debt

Figure 8: Cost of CPI-Linked Bonds

Source: Ministry of Finance and the Public Service
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Refinancing risk is the probability that debt withve to be rolled over at an unusually high cost,
or, in extreme cases cannot be rolled over. Refdimg risk is measured by: the portfolio’s

average time to maturity (ATM), the share of debatuming in one year or less and the
redemption profile which shows the concentratiomafurities in a year or period.

The share of debt maturing in one year or lesghi®debt portfolio increased from 3.6 percent at
end-March 2019 to 5.4 percent at end-December 20h& was entirely attributable to the
domestic portfolio increasing by 5.6 percentagentsodue mainly to the scheduled maturity of
the $89.5 billion Variable-rate BIN in October 20Zthe share of debt maturing in one year or
less for the external portfolio decreased by O.Gcegeage point to 0.5 percent at
end-December 2019.

The ATM measures the average time taken to roll rotee debt portfolio. At
end-December 2019, the ATM for the debt portfoli@sviL2.0 years, an increase of 1.3 years over
the review period. The main contributor to the @agse was the external portfolio which
increased by 1.9 years at end-December 2019. Theued ATM for the external portfolio was
largely due to the liability management transactigrthe GOJ in September 2019 (81 1).

The domestic portfolio’'s ATM increased from 9.8 geat end-March 2019 to 10.1 years at
end-December 2019. Notwithstanding this improvemlieahching remains in the debt portfolio
in FY2024/25, FY2028/29 and FY2045/46 ($aegure 9).

Figure 9 Redemption Profile of Central Government bt at end-December 2019
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Contingent liabilities are a major source of fisdak. Government guaranteed loans (GGLs) are
explicit contingent liabilities which, if called @ssumed by the Government, will increase debt
service costs as the GOJ is obligated to assumse thabilities. The stock of GGLs at
end-December 2019 was $94,374.0 million or an edéch4.4 percent of GDP, a reduction of
0.9 percentage point over the review period andp@&@entage point below the FY2021/22
legislated target of 5.0 percent ($@gure 10).

Figure 10: Government Guaranteed Loans as a Shard GDP
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The end-December 2019 stock was $15,036.73 milborl 3.7 percent less than the stock at
end-March 2019. Outstanding external and domedsBt.<Gdecreased by $14,468.04 million or
19.1 percent, and $568.7 million or 1.7 percerdgpeetively (sedable 3). The integration of
PCDF into Central Government, and the resultantsalichation of the Fund’s holdings
contributed to a decrease in the reported extébi@ll portfolio of US$115.6 million, while the
decrease in the domestic portfolio was attributedet amortization payments during the period.

Table 3: Stock of External and Domestic GGLs

Mar-19 Dec-19 Change
J$mn % of total J$mn % of total J$mn %
External GGL 75,892.85 69.4 61,424.81 62.0 (14 @68. (19.1)
Domestic GGL 33,517.85 30.6 32,949.15 38.0 (568.70) (1.7)
Total 109,410.70 94,373.96 (15,036.73) (13.7)

Source: Ministry of Finance and the Public Service
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A sustainable fiscal framework is complementary pachmount to the execution of sound debt
management practices. Adverse deviations in reweauanprudent management of expenditure
could compromise the Government's ability to fulfits debt obligations in the
short-, medium- and long-term and could lead teaased borrowinglable 4 outlines liquidity
ratios which measure the Government’s ability teetrits short-term obligations, and gives an
indication of the level of vulnerability of the gant debt portfolio. Deterioration in key variables
could restrict or impair a country’s ability to &ss the capital markets.

Table 4: Debt Vulnerability Indicators

Est. Proj. Proj. Proj.
Liquidity Ratios
i[r’]ﬁg\tlvs servicelrevenue  and loan 47 90y 3530,  430% = 37.5%  36.2% 35.2%
Debt service/Tax revenue 74.0% 48.3% 55.1% 50.5% 45.9% 42.4%
Total interest/Expenditure 24.5% 21.4% 21.7% 20.3% 19.6% 18.4%
External debt service/Exports of
Goods and Services and Current 105% 93% 130% 92% 106% 77%
transfers
Short-Term External Debt/NIR 16.5% 13.6% 13.4% 9.5% 17.5% 8.4%

Source: Ministry of Finance and the Public Servared Bank of Jamaica

Liquidity ratios are expected to improve over thedmm-term. This is underpinned by
increasing cash resources in the fiscal accounts betance of payments, despite high and
consistent scheduled debt service in which amaitizas projected to account for the majority
of the total debt service cost. Interest payments @atal debt service costs as a share of tax
revenue are decreasing with expected outturns df g&rcent and 18.8 percent respectively, in
FY2022/23, compared to 55.7 percent and 24.4 pemdAY2019/20. The improved liquidity
ratios will enhance fiscal space and support irsgdegrowth-enhancing and socially uplifting
spending. This is evident in the declining ratioitferest payments to expenditure over the
period.

External debt service as a percentage of exportgpofls and services and current transfers is
projected to be relatively low over the medium-terflowever, external amortization is
scheduled to increase in FY2021/22 relative to iptessyears, causing a commensurate increase
in the ratio. The ratio of short-term external digbhet international reserves (NIR) also suggests
relatively low levels of external vulnerability avéhe medium-term, though fluctuations in the
NIR and short-term external debt have resultediatility in the ratio over the period.




Identifying and quantifying the main risk factonsdatheir impact are important prerequisites for
effectively managing the risks to the debt portoli Adverse changes key
macroeconomic/market variables and other exogeshasks (example: natural disasters) can
negatively impact the fiscal and debt dynamics. Télative risk to the portfolio from the
realization of an event will depend on the likebldoof occurrence and the fiscal or financial
impact. Figure 11 highlights selected risk factors, their likeliho@d occurrence and their

in

potential impact on the debt portfolio.

Figure 11: Selected Risks and Implications for th®ebt Portfolio

Fiscal Impact
Low Moderate Major
Government Guaranteed Loans Fiscal Manage ment: Financial Crises:
(GGLs): Weak institutional frameworks in many Financial crises can have significant
GGLs are a potential fiscal risk to the |developing economies precipitate negative effects on the economy and the
Government. The impact on the debt Wiinsustainable and irresponsible fiscal and |sovereign debt. The financial crisis in
depend on the probability that a GGL withonetary policies by country governments.|Jamaica is estimated to have cost
be called or assumed by the GOJ and|thes has led to fiscal slippage, economic upwards of 40 percent of GDP. Howeyer
value of the guarantee. Consistent witlcontractions and ballooning public debt acrpge adoption of stronger financial
the legislated limits as per the PDMA, flle=se countries. However, implementation jwegulations and best practices reduces$ the
Low GOJ has been reducing its exposure tfstructural and economic reforms in Jamaicfikelihood of a reoccurrence.
risks from GGLs. Accordingly, the shargas resulted in stronger fiscal and monetaiy
of GGLs to GDP has been decreasindpolicy institutions. Further, the improved
and is estimated at 4.4 percent at macroeconomic conditions in Jamaica suggest
December 2019, 0.6 percentage point|that the potential fallout from poor policies
below the legislated target for FY2021{28ay have a moderate impact on the debt
portfolio in the short run.
Public Private Partnerships (PPPs): [Shocks in Commodity Prices: Natural Disasters:
The use of PPPs as a modality to molj Adverse shocks in commodity prices, Natural disasters (floods, hurricane anfd
investment, particularly in infrastructurg especially oil prices, can have major effectjearthquakes) pose significant fiscal risks
development and energy and water the government's BOP and overall fiscal [to the GOJ. The annual average fisca]
generation are common in many accounts. Though potentially large on the |[cost associated with hydrogeological
developing economies. These types oflfiscal, the pass through to the debt portfolidéssents is estimated at 0.85 percent of
arrangements impose potentially expected to be more moderate. The thrus§fGDP but has been as high as 26 percent
‘5 significant fiscal risks if not properly towards energy diversification - achieving g of GDP. The adoption of a suite of
E Moderate|Managed and monitored. The GOJ’s RBIPmix by 2030, wil reduce Jamaica's disaster risk finance instruments includjng
£ Policy provides a framework to supporfvulnerabilities to oil price shocks over the |indemnity type insurance coverage angl
E the monitoring of PPPs in Jamaica. PPmsdium to long term. The advancement of|dmntingent lines of credit will aid in
= are adjudged to pose minimal risk to thESovernment's Energy Management and reducing the fiscal impact of natural
debt portfolio at this point in time. Efficiency Project will also aid in reducing |disasters.
However their growing popularity costs in the short-term.
suggests increasing risks from PPPs ¢ver
the medium term.
Low Growth and High Crime Rates: Market Volatility:
High rates of crime pose a significant risk tp/olatility in macroeconomic and marke
prospects for improvements in productivity |variables can result in higher debt serVice
economic growth. Higher crime related costs and stock valuation. Estimates of
E expenditures will also impact the budget the 95 percent VaR and CaR for the debt
directly. Low rates of economic growth portfolio suggest possible maximum
(GDP) willimpact the fiscal through low expected losses of over $300.0 bilion.
. revenue generation and potentially higher |Ongoing reforms of the BOJ, including
High . " 5 .
demand for social spending, which could legtbde move toward an independent centfal
to increases in Government borrowing. bank and the adoption of an inflation
However, an increased focus on crime figtargeting regime could aid in the
and strong and improving macroeconomic |stabilization or reduction in the volatility pf
fundamentals support projections for econqdomestic market rates thereby reducing
growth of 2 percent over the medium-term{the risks to the debt portfolio.

Low
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9
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Fiscal Impact
Moderate

Notes: The risks to the debt portfolio are rankaddul on the severity of outcome and probabilithefevent. High probability and high impact
events are the most impactful and are coded inbed.probability and low impact events are the téampactful and are coded green. Yellow
and brown highlights more moderate and major riskbe debt portfolio.
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Comparative static simulations of changes in kegneeconomic and market variables on the
debt portfolio confirm that foreign currency andeirest rate risks are preeminent and are
reflected in much higher potential costs compared variability in the inflation rate
(seeTable 5). A 3.0 percent depreciation in the JMD-USD exdwarate will increase the stock
of foreign currency debt and associated interegieats in Jamaica dollar terms by an estimated
$37,598.3 million and $1,975.5 million, respectivehn increase in annual adjusted costs of
$39,573.8 million or 1.8 percent of GDP. A 300 bpsrease in domestic and external
benchmark interest rates will increase annual debtice costs by an estimated $8,762.5 million
and $10,517.5 million, respectively, an increasttal annual interest cost of $19,280.0 million,
or 0.9 percent of GDP. A similar adjustment in th#lation rate will increase the value of
CPlI-linked debt by an estimated $1,101.1 milliod associated interest costs by $28.7 million,
an increase in annual adjusted costs of $1,129.8iomi or 0.1 percent of GDP.
Contemporaneous changes in the exchange, intardsinfiation rates of between 1.0 percent
and 5.0 percent will increase adjusted debt servmsts by between $19,994.5 million and
$99,972.7 million, or 0.9 percent and 4.6 percenGBP. The relative costs associated with
changes in the respective variables support tlegifation of a risk management strategy which
seeks to limit the portfolio’s exposure to foreiurrency and interest rate risks.

Table 5: Changes in the Market Variables and Adjustd Debt Service Cost

Change in Macroeconomic Variables

1.0% 3.0% 5.0%
J$ Millions
Effect on Debt Stock 12,532.8 37,598.3 62,663.8
Effect on Interest Cost 658.5 1,975.5 3,292.5
Total 13,191.3 39,573.8 65,956.3
Total (%6 of GDP) 0.6% 1.8% 3.1%
Domestic 2,920.8 8,762.5 14,604.2
External 3,505.8 10,517.5 17,529.2
Total 6,426.7 19,280.0 32,133.4
Total (%6 of GDP) 0.3% 0.9% 1.5%
Inflation Rate

Effect on Debt Stock 367.0 1,101.1 1,835.1
Effect on Interest Cost 9.6 28.7 a47.9
Total 376.6 1,129.8 1,883.0
Total (26 of GDP) 0.0% 0.1% 0.1%
Total 19,994.5 590,983.6 99,972.7
Total (20 GDP) 0.9% 2.8% 4.6%

Source: Ministry of Finance and the IRuService




Figure 12 estimates the impact on the debt portfolio assediavith actual financing flows and
changes in key macroeconomic and market variables the period April 2019 to December
2019. Depreciation and heightened volatility in #vD-USD exchange rate inflated debt service
payments for foreign currency-denominated debt amaica dollar terms by an estimated
$6,402.7 million. Conversely, reductions in theeemal and domestic benchmark interest rates
over the review period are estimated to have ratlucterest costs on financing inflows by
$1,549.6 million and $1,079.5 million, respectivelye inflationary impact on debt service costs
for CPI-linked bonds was minimal.

Figure 13 highlights the proportional impact on the debttfwhio from the aforementioned
changes in the macroeconomic and market variableggteciation of the Jamaica dollar relative
to the USD accounted for an estimated 70.7 peraietite total variation in portfolio costs over
the period. Changes in the external and domestichreark interest rates are estimated to
account for 17.1 percent and 11.9 percent of thi&atan in portfolio costs, respectively. The
inflationary effects were constrained to the pdssugh to interest payments on CPI-Linked
bonds and accounted for only 0.3 percent of tha tariation in portfolio costs for the review
period.

Figure 12: Effects on Portfolio Costs from Figure 13: Relative Sensitivity of Portfolio
Changes in Macroeconomic and Market Costs to Changes in the Macroeconomic and
Variable Market Variables
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Key strategic objectives of the MTDS include thduetion of the portfolio’s exposure to foreign
currency and interest rate risks over the mediumkté&igures 14 to 17 highlight projected
changes in foreign currency and interest rate eisgosure. Over the referenced period, the
nominal value of Central Government foreign curgenlebt in USD terms is expected to
decrease by US$1,283.94 million, or 14.0 percelative to end-FY2019/20 (sdeigure 14).
This will result in estimated savings of approxieiat$23,467.36 million on an adjusted cost
basis over the period. The share of foreign cugre@l®nominated debt in total debt displays
volatility throughout the period, with spikes in E§20/21 and FY2022/23 resulting from large
domestic amortizations relative to external amations during those years.

The lower exposure implies reduced overall sensjtito changes in the exchange rate. The
revaluation effects on the debt stock associatéld &5.0 percent shock in the depreciation rate
in each year is estimated to decline from $65,418illion or 2.9 percent of GDP at
end-March 2021 to $63,676.53 million or 2.3 percasft GDP at end-March 2024
(seeFigure 15. The increase in the adjusted cost in FY2022/28ons that of the foreign
currency share of total debt in that year, and ltesiom the expectation that the rate of
depreciation in that year will exceed the percemtdgcrease in foreign currency debt in USD
terms.

Figure 14: Change in Foreign Currency Debt Figure 15: Sensitivity to Exchange Rate
over the Medium-Term Changes over the Medium-Term
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The nominal value of variable-rate debt as wellitasshare in total debt is also expected to
decrease over the medium-term by approximately 3B&/2 million or 31.5 percent and
9.5 percentage points, respectively ($a@gure 16). Figure 17 highlights the concomitant
reduction in the portfolio’s sensitivity to changesbenchmark interest rates for the domestic
and external portfolios over the medium-term. Tteeger reduction in the domestic portfolio’s
sensitivity to interest-rate changes is drivendlgtively large redemptions of variable-rate notes

in the domestic market scheduled over the nextfiseal years.

Figure 16: Change in Variable-Rate Debt

over the Medium-Term

Figure 17: Sensitivity to Interest Rate
Changes over the Medium-Term
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Notes: Figure shows variable-rate debt in milliohgMD on the
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Like most small-island developing states (SIDSindiaa is highly susceptible to the vagaries of
natural disasters, particularly hydrogeologicalrgsesuch as tropical cyclones and floods. Given
the increased frequency and severity of these syt fiscal and broader economic effects can
be significant and necessitates the mainstreanfidgaster risk assessments in the public policy
landscape.
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The effect of a natural disaster shock was simdldate assess the potential impact on key
portfolio indicators and the debt trajectory ovee tnedium-term. The shock scenario is based on
a set of plausible assumptions regarding the pateatonomic and fiscal impact of a 1 in
100-year storm on the Jamaican econdfyure 18 compares the simulated effects of the shock
to that of major weather events in Jamaica ovetabsiethree decades. The model results project
an economic cost of roughly US$4,352.0 million, 28.0 percent of GDP in FY2021/22,
comparable to Hurricane Gilbert in 1988 when cosr&d as a share of GDP.




The simulation assumes that the direct fiscal impéthe event is limited to emergency losses,
inclusive of the costs associated with damage tipinfrastructure and expenditures on relief
and recovery activities as well as social expeme#uo assist the indigent and other vulnerable
populations. These costs are estimated at US$65i#li8n or 4.2 percent of GDP in the year of
impact and are assumed to be partly financed thraigante disaster risk financing (DRF)
resources currently available to the GovernmentalTex-ante resources are estimated at
approximately US$416.3 million (seBigure 19*. The excess of emergency losses over
available DRF resources of approximately US$236iiom will be financed ex-post from
external sources, at less favourable terms comparée: ex-ante financing options.

Figure 18: Estimated Impact of Natural Figure 19: Estimated Financing Gap for the
Disasters as a Share of GDP 1-100 year Event (US $mn)
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the Public Service

The associated impact on key macroeconomic andenhagkiables was modelled using additive
adjustments to baseline assumptions for real GD®tYr inflation, interest rates and the primary
balance Figure 20 highlights the projected impact on real GDP groatier the medium-term
under the baseline and the shock scenario. Avesseconomic growth over the medium-term
is expected to decline from a baseline of 1.9 pertte 0.04 percent. The simulation assumes an
increase in inflation beyond the target band in ybar of impact and an initial exchange rate
depreciation which exceeds baseline assumptiord.dyercentage points. The model further
assumes a parallel outward shift in the domesetdycurve by 300 bps, highlighting increased
credit risk in the aftermath of the disaster. Tis&k spread for JAMAN global bonds was also
increased by 300 bps in FY2021/22 and FY2022/2@y avhich it is assumed to return to the

* Current ex-ante DRF resources available to the i8Jde the Caribbean Catastrophe Risk Insuraacdify-Segregated
Portfolio Company (CCRIF-SPC) policy, IDB Contingé&redit Facility, National Disaster Fund and then@ngencies Fund.




baseline. A minor adjustment of 50 bps was madeil&deral rates while multilateral rates are
assumed unchanged.

The deterioration in the primary balance relatvéhte baseline in the first two years results from
increased expenditures associated with disastef @hd recovery and the attendant weaker
revenue performance due to slowing economic agtipidst disaster (seBigure 21). The
trajectory of the primary balance implies a suspan®f the fiscal rule (utilizing the escape
clause in the FAA Act) in the year of and the yafter the event The higher primary balance in
the third year is consistent with the requiremergrisure a return to a sustainable debt path.

Figure 20: Real GDP Growth under Baseline Figure 21: Nominal Primary Balance under
and Shock Scenario Baseline and Shock Scenario
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Notes: Pass-through to real GDP growth under tbekshcenario Source: Ministry of Finance and the Public Service

was modelled by the Planning Institute of Jamaica
Source: Ministry of Finance and the Public Servid@lanning
Institute of Jamaica , Bank of Jamaica

The simulated impact on the debt portfolio is cogéint on the financing strategy of the GOJ in a
post-disaster environment. The model assumes dawafrom the current financing strategy
(S) in the year of impact to reflect an additionahaincing requirement estimated at
$137,195.1 million, which will be funded primarifyom multilateral/bilateral sources and the
ICM. The drawdown on a contingent credit facilityorh the IDB represents variable-rate
financing from a multilateral source. Otherwiseg #trategy maintains the position of majority
fixed-rate financing, with longer tenors, but résuh majority external financing (s€&gures 22
and 23.

"The escape clause is triggered by the occurrenae efent with an impact of at least 1.5 percei@DP. The suspension of
the fiscal rules may last for at least one yearnoumore than two years. At the end of the peadbsuspension, the Minister of
Finance is required to table, in both Houses ofi@aent, recommendations for recalibration of tisedl balance.
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Figure 22: Gross Financing by Instrument Figure 23: External and Domestic Financing

under Baseline and Shock Scenario under Baseline and Shock Scenario
FY2021/22 FY2021/22
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Table 6 highlights the most material impacts of a nataliahster shock on the debt portfolio at
end-March 2024. The increased reliance on extdinahcing in the year of impact and the
deterioration in the exchange rate results in éimeaged 2.6 percentage points increase in foreign
currency debt as a share of total debt. Given thkehn sovereign credit risk post-disaster, the
average interest cost is expected to increase fmpeimately 0.2 percentage pofht.

Table 6: Estimated Impact of a Natural Disaster Shok on Selected Portfolio Indicators

S1 (Baseline Shock Scenario Change
Interest payment (% of GDP) 4.6 6.0 1.4
Implied interest rate (%) 6.5 6.7 0.2
FX debt as % of total 60.8 63.4 2.6

Source: Ministry of Finance and the Public Service

Figure 24 shows the projected impact of the shock on the-welBDP trajectory over the
medium-term. Higher debt burden and the contradgtiamominal GDP relative to the baseline is
estimated to increase the debt over-hang by l4rdepwge points. The higher debt-to-GDP

® The increase in average interest cost is tempiedo the assumption that majority external fimagaevill come
from multilateral sources where lending rates aségmed to country groupings rather than to indiglccountries.
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trajectory would significantly jeopardize the realion of the debt-to-GDP target of 60.0 percent
or less by FY2025/26.

Figure 24: Trajectory of Debt-to-GDP under Baselineand Shock Scenarios
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Value at risk (VaR) and cost at risk (CaR) are mezsof the maximum likely increase in value
and costs of the debt portfolio for a specific pdriUsing historical data from the last 20 years,
VaR estimates show that there is a 95.0 percemtcehthat changes in the JIMD/USD exchange
rate and the inflation rate can increase the vafube debt portfolio in FY 2020/21 by as much
as $98,866.8 million (se€&igure 25 and $5,996.7 million (se€&igure 26), respectively.
Conditional VaR (CVaR) quantifies the amount ofl tagsk in a portfolio by averaging the
extreme values in the tail beyond the VaR or CaRofiupoint. CVaR estimates at the
95.0 percent confidence level for the JMD/USD exdearate and the inflation rate were
$197,230.5 million and $6,652.2 million, respedve

Figure 25: VaR JMD/USD Exchange Rate Figure 26: VaR Inflation Rate
35@555 55 =@+55 55
25@555 55 3@+55 55
#5@555 55 9@+55 55
"5@555 55
2@+5555
55@555 55
35@555 55 *@+5555
25@555 55 #@+5555
do o g g oo oo o o o e -@+5555
0.0 N.Q ,-1/,0 ").0 b‘.o 6).0 .0 .0 %-0 q.o O O o O O ) O N | |
P ¥ ol P o " o o\ o o QP gl gl gl oSl o s g g o
QQ‘ g'\‘ Q’V Ql)). gv. g(o. g%. g/\. q%. qq.
_— K (A K 37 % ($ K (A K
Source: Ministry of Finance and the Public Service Source: Ministry of Finance and the Public Service




CaR estimates for FY 2020/21 suggest that basddstorical changes in the 3-month US Libor
there is a 95 percent probability that debt sergost could increase by as much as $8,709.6
million compared to $17,277.6 million arising frathanges in the 3-month T-bill (sé&ures

27 and28). The historical movements in external benchmat&rest rates suggest a conditional
cost at risk (CCaR) of $44,916.4 million, whichaigproximately $47,732.8 million lower than
the CCaR estimates for the 3-month T-bill. Thetreddy higher CaR and CCaR for changes in
the 3-month T-bill rate is reflective of high inést rate volatility in the domestic market at the
start of the period compared to the more stable, ifderest rate volatility environment of the
external market.

Figure 27: CaR Domestic Benchmark Figure 28: CaR External Benchmark Interest
Interest Rate Rate
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Cash Flow at Risk (CFaR) estimates the maximuneas®s over expected debt service costs for
a given period, based on historical realizationsnafket variables. The CFaR for the domestic
portfolio is approximately $17,670.8 million with@.0 percent level of confidence, compared
to $4,004.9 million for the external portfolio (sEgures 29and 30). Conditional cash flow at
risk (CCFaR) at the 95.0 percent confidence legeltlie domestic and external portfolios were
estimated at $75,369.8 million and $9,100.0 millioespectively. The variation in the CFaR
estimates for the domestic and external portfolik® the CaR, is attributed to more volatile
rates in the domestic market relative to the extemarket.




Figure 29: CFaR for the External Portfolio Figure 30: CFaR for the Domestic Portfolio
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Projections for global growth have been revised meard to 3.0 percent for 2019, reflecting
carryover from the weakened outturn during the sddaalf of 2018, which was only partially
mitigated by a slight improvement during 2019. Demeral constraints to global growth during
the period included weaknesses in internationalufaenuring, deceleration in investment and a
re-escalation of trade tensions among major ecoemnthe effects of which were moderated by
the adoption of more accommodative monetary padicsoss emerging market and advanced
economies.

Growth in emerging market economies (EMs) is exgubddb moderate to 3.9 percent in 2019
relative to initial projections of 4.4 percent, duepart to slowing global trade and persistent
policy uncertainties in key economies. Additiongliglevated debt levels and weak fiscal
positions across EMs sullied the investment climatel weakened business and consumer
confidence during the year. Growth in the Latin Aimen and Caribbean (LAC) region is
projected at 0.2 percent for CY2019, significantbyver than the 1.4 percent previously
estimated.

Capital flows to EMs were generally robust durirf@l 2. In response to the weakened growth
performance, central banks across major economateged monetary policy rates resulting in an
easing of global financial conditions. This contiiédd to increased capital flows to some
emerging market economies. Uncertainty surroundivey growth dynamics across advanced
economies (USA, Euro Area and Japan) informed tove'sportfolio realignments away from

equities toward hard currency bonds, buttressiregddamand for EM assets during the period.
Notwithstanding the increased portfolio flows to ENhvestors continued to differentiate across
individual economies due to idiosyncrasies witharéilgo economic and political fundamentals.

Jamaica continued to realize benefits from the ecoo and structural reforms implemented
under the IMF Precautionary Stand-by-ArrangemeBB#R). The Government’s commitment to
fiscal prudence is expected to result in a fisoaplsis of 0.2 percent of GDP for FY2019/20 and
is projected to increase gradually over the mediemm. Strict adherence to the primary balance
target of 6.5 percent of GDP supported by modegrtevth levels will ensure continued
reduction in the debt-to-GDP, at a rate consistetit achieving the legislated target of no more
than 60.0 percent by end-FY2025/26.

Economic activity remained relatively buoyant dgrithe review period, reflecting in a record
low unemployment rate of 7.2 percent in October®0At end-December 2019, the All Jamaica
Consumer Price Index was 270.6, bringing the caendar inflation rate to 6.2 percent. This
rate reflected higher agricultural food prices iadist offset by reductions in energy and transport




prices. Inflation for FY2019/20 is projected at p€rcent and is expected to remain within the
targeted band of 4.0 — 6.0 percent throughout théium-term.

The Balance of Payments (BOP) showed a wideninghefcurrent account deficit with an
increase of US$43.3 million to US$237.1 million ahd-September 2019 relative to
end-September 2018. The increase resulted fromcknedn exports driven by reductions in
alumina prices and production, due mainly to tmegerary closure of the JISCO/Alpart alumina
refinery and slowing external demand. This was ipliyrtoffset by a less than proportional
increase in tourism earnings. The current accoafititlis expected to remain within sustainable
levels, averaging 1.7 percent of GDP over the mmdierm. The net international reserves (NIR)
increased by US$71.3 million from US$3,026.7 millioat end-September 2018 to
US$3,098.05 million at end-September 2019. The NiRIs equate to 22.8 weeks of goods and
services import cover and highlights Jamaica’sdased capacity to withstand external shocks.
The NIR at end-FY2019/20 is estimated at US$3,028lon and is projected to increase to
approximately US$3,739.40 million by FY2023/24.

Despite improvements in the country’s overall macomomic indicators, economic growth
remained subdued due primarily to structural impesits. Growth projections for FY2019/20
were revised downward to 0.6 percent from 1.5 peroawing largely to lower output in the

mining and quarrying industry. Expansion in théeh@and tourist industry, increased activity in
the manufacturing industry and partial recoveryrfrdrought conditions in the agriculture sector
contributed positively to economic growth over tperiod. Growth is projected to average
1.9 percent over the medium-term, increasing frothpkercent in FY2020/21 to 2.0 percent in
FY2023/24 (sedable 7).

Table 7: Medium-Term Macroeconomic Profile

Source: Bank of Jamaica




The Medium-Term Debt Management Strategy (MTDS)F¥2020/21-FY2023/24 is derived
from a quantitative assessment of five alternasivategies geared towards meeting established
medium-term targets for key debt and risk indicgtosing the IMF/World Bank MTDS Toolkit.
The stock of debt used in this analysis includest@é Government debt and Government
guaranteed loans currently serviced by the Goventhme

) ($7)"- 4 P (- 8™ )

The modelling of the MTDS takes into account asgdionp regarding key macroeconomic and
market variables over the medium-term. To deterntime sensitivity of key cost and risk
indicators under the respective strategies, sttests were carried out, whereby exogenous

shocks were applied to the baseline interest andagge rate assumptions. Four stress scenarios
were examined:

Scenario 1represents an extreme shock to the IMD/USD exeheatg and assumes that
the rate depreciates by an additional 30.0 peloeygar two of projections;

Scenario 2is an extreme shock to interest rates in year &nd,assumes 2.0, 4.0 and 2.5
percentage points increases in interest rates dactbhe entire yield curve) for
multilateral/bilateral loans, global bonds and dstiteissuances, respectively;

Scenario 3is a moderate interest rate shock and appliedasiynio Scenario 2 but is
half the size; and

Scenario 4combines a moderate exchange rate shock of aticaddi15.0 percent in
year two with the moderate interest rate shockritest undeiScenario 3’

" All shocks are applied as additive adjustmentsaseline assumptions for interest and exchange. rate
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The strategic objectives established in the MTDduire consistent monitoring and assessment
to ensure convergence of portfolio indicators witlearly established targets over the
medium-term. In general, the financing programmd aomplementary liability management
operations supported the achievement of the estaddlitargets for FY2019/20.

Table 8 highlights the projected outturn for key portfolidicators for FY2019/20 relative to
target, as well as the established targets for B2 and the medium-term (FY2023/24). The
portfolio indicators are projected to be in linethwithe established targets for FY2019/20.
Overall, the expectation is for gradual improvemémtthe respective indicators over the
medium-term consistent with the targets for FY2Q23/

Table 8: Key Portfolio Targets for FY2020/21 and tle Medium-Term

Projected Targets
Risk Indicators End-Mar 2020 End-Mar 2020 End-Mar 2021 End-Mar 2024

Nominal De bt-to-GDP (%)

Refinancing Risk

Average-Time-to-Maturity (ATM - years) 10.9 >=9 >=9 >=9
Share Maturing within one year (%) 7.2 <=10.0 <=10.0 <=10.0
Interest rate risk
Domestic
Share Variable-Rate (%) 36.7 30.0 30.0 30.0
Debt Refixing in 1 year (%) 38.0 40.0 35.0 35.0
Average-Time-to-Refixing (ATR - yee 7.3 8.0 8.0 10.0
External
Share Variable-Rate (%) 26.3 30.0 30.0 30.0
Debt Refixing in 1 year (%) 28.2 30.0 30.0 25.0
Average-Time-to-Refixing (ATR - yee 10.0 8.0 8.0 10.0
Total
Share Variable-Rate (%) 30.2 30.0 30.0 30.0
Debt Refixing in 1 year (%) 31.9 35.0 32.0 30.0
Average-Time-to-Refixing (ATR - yee 9.0 8.0 8.0 10.0
Foreign Currency Risk
Share of Foreign Currency Debt (%) 62.2 <=62.0 <=61.0 <=58.0

Source: Ministry of Finance and the Public Service

The main risks to the achievement of the estaldishsgets include higher than expected rate of
depreciation in the Jamaica dollar relative tolWt8dollar, and tightening of financial conditions

in the external and domestic markets. Additionadtypgenous shocks such as natural disasters
also pose a risk to the realization of the targets.




The MTDS Analytical Toolkit allows for the evaluati of alternative financing strategies. The
contending strategies were formulated based onusksons with market participants and

multilateral partners. The design of the strategias also informed by expectations regarding
domestic and external market conditions over thdiame-term. A prominent feature of three of

the five strategies was the focus on majority ddimdsancing as a means of developing the
domestic debt market, as well as limiting the mortof the debt portfolio denominated in foreign

currency (se&igure 31).

Figure 31: Summary of Alternative Medium-Term Financing Strategies

Strategy 1 Strategy 2 _ Strategy 4 -

* Majority Domestic « Majority Domestic « Majority Domestic » Majority External « Majority
Financing Financing Financing Financing External
Financing

*Majority Fixed- « Majority Fixed- * Majority Variable- * Majority Fixed-

Rate Rate Rate rate * Majority
Variable-Rate
*Mainly Longer «Mainly Shorter *Mainly Shorter *» Mainly
Tenors Tenors Tenors LongerTenors *Mainly Shorter

Tenors

Source: Ministry of Finance and the Public Service

Financing details for domestic and external borngnfior all five strategies are summarized in
Figures 32 and 33

Under Strategy 1 (S1) 80.0 percent of total financing over the mediwm¥t will be sourced
from the domestic market. This corresponds with ¢heent medium-term debt management
strategy as it seeks to rebalance the debt partfolivards greater reliance on domestic debt
vis-a-vis external debt. The strategy also seekedace the portfolio’s exposure to interest rate
and refinancing risks by borrowing only at fixedes across mainly longer tenors in the
domestic market. To satisfy domestic market denfandhorter-tenor instruments, the GOJ will
also issue securities with maturities of five yearsless over the medium-term. Overall, the
issuance strategy is spread across the yield amdeshould augur well for further developing
the domestic debt market. External financing iggpronmed through multilateral/bilateral loans.
The relatively high levels of domestic market lidjty and strong demand for GOJ securities in
the domestic market suggest that this is a feastbdgegy.

Strategy 2 (S2)also assumes an operating target for domestiading of 80.0 percent, all at

fixed-rates. However, this strategy seeks to moraly anchor the yield curve by increasing
short term issuances over the medium-term. Whilkiyating exposure to foreign currency risk
and interest rate risk, this strategy increasemaeting risk. The focus on shorter tenors is




expected to result in lower costs but higher refanag risk relative taS1 The assumptions
regarding external financing are the same as uddler

Strategy 3 (S3)also assumes an operating target for domestimding of 80.0 percent.
However, it assumes financing mainly through vdeaahte and short-term instruments in the
domestic market. Compared &, this strategy poses greater refinancing andesteiate risks
but potentially lower costs over the medium-term.

Strategies 4 (S4pnd5 (S5)exacerbate the imbalance in the debt portfolicnbyeasing reliance
on external financing. Both strategies assume ttietdomestic market is not sufficiently deep
and liquid to absorb the total financing requiretseand as such, 70.0 percent of the total

financing needs will be sourced from the externatkat.

S4 assumes most of the external financing will bersedl from private creditors through
issuances in the international capital markets (JICAnd a smaller amount from official
multilateral/bilateral partners. This strategy et assumes that all external financing will be at
fixed-rates. The focus on ICM financing may be supgd based on the strong performance of
GOJ global bonds in the ICM.

S5assumes less favourable conditions in the ICVhasstors become cautious about investing
in EM bonds. This strategy therefore assumes tttatreal financing will be programmed mainly

through official multilateral/bilateral sources\atriable-rates, with a smaller amount from short
term fixed-rate global bonds.

Figure 32: Gross Domestic Financing by

Figure 33: Gross External Financing by
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The respective strategies are assessed based ioreftaetiveness in reducing the portfolio’s
exposure to key risk factors over the medium-teatrthe lowest possible costigures 34and
35 highlight the net financing flows to the domestindaxternal portfolios, and the variable-rate
and fixed-rate portfolios, respectively, over thedium-term.S1, S2 and S3 show large net
outflows for the external portfolio, contrastingethet inflows to the domestic portfolio. This is
reflective of the strategies’ focus on increasingmestic borrowing relative to external
borrowing (sed-igure 34). While S4andS5 show net outflows for both portfolios, net domesti
outflows far outweigh net external outflow®l, S2, andS4rebalance the portfolio towards more
fixed-rate debt as depicted Figure 35 While there are net outflows for the variableerat
portfolio underS3 and S5 they are far outweighed by the net outflows foe tfixed-rate
portfolio®.

Figure 34: Net Financing Flows to the Figure 35: Net Financing Flows to the FR
External and Domestic Portfolios and VR Portfolios
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The cost and risk indicators derived under all fsteategies, and their quantitative scores are
outlined inTable 9.

The output from the MTDS Analytical Toolkit suppegelection oE1as the preferred financing
option. Based on a quantitative ranking of the grenfince of the respective strategie$scored
8.6 out of a maximum of 10.0. Though resulting imarginally higher interest cost, the strategy
effectively mitigates refinancing, interest ratagddoreign currency risk, out-performing the four
alternative strategies in these areas, while suingothe development of the domestic market.
While interest cost is lowest und8b, the strategy performed poorly as it relates tergst rate
and foreign currency risk, given the high compositof variable-rate and foreign currency debt.

8 It should be noted that net outflows for the dadntfolio exceed net inflows over the medium-temsipport of
the Government'’s debt reduction priorities.




S2andS3also perform better tha®l as it relates to interest cost, but given the $ooa short-
term financing, the strategies do not augur wellth@ mitigation of refinancing risk. Whilg4
employs longer tenor instruments, resulting in ghhscore for refinancing risk, the strategy’s
poor performance is due mainly to the compositibmajority external financing.

Table 9: Cost and Risk Indicators for Alternative Fnancing Strategies

Cost and Risk Indicators

Cost Interest payment (% of GDP)
Implied interest rate (%)

Refinancing risk Debt maturing in 1yr (% of total)
Debt maturing in 1yr (% of GDP)
ATM External Portfolio (years)
ATM Domestic Portfolio (years)
ATM Total Portfolio (years)

ATR (years)
Debt refixing in 1yr (% of total)

Fixed rate debt (% of total)

Interest rate risk

FX risk FX debt (% of total)

Quantitative Ranking of Afternative Stratec ST Sz SH 574 SE

Key Scores

Most Favoured Outcor_ Portfolio Tnidcator: | Weights Scoret

Second Best Outcot 8 Cos’ 0.z 0.z 1z 1z 0. 1t

Third Best Outcornr Refinancing risk 0.5 2.5 0.2 1.t 2.2 1.7

Fourth Best Outcon Interest rate risk 0.1 0.€ 0.€ 04 0.€ 0.1

Least Favoured Out(:0|- EX risk 0.t 5.C 3.C 4.C 0.t 0.t
1.0 8.6 5.1 7.1 46 3.8

Source: Ministry of Finance and the Public Service
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Figures 36to 39 highlight the maximum risk for key portfolio indimas under each of the five
strategies using the projected outturns for FY2B23In all instances, the largest impact on the
debt portfolio resulted from the extreme excharae shock $cenario ). UnderS4 and S5
external debt-to-GDP is highest and at risk of@éasing by as much as 16.1 percentage points.
This compares to approximately 13.0 percentagetpoinderS1, S2 andS3 (seeFigure 36). S4

and S5 have the highest external debt service cost as@ptage of NIR and are also the most
sensitive, with maximum risk of 8.9 and 8.7 peraget points, respectively, compared to
8.4 percentage points under the remaining thregesfies (se€igure 37).

As it relates to interest-cost-to-GDRFigure 38), S1 has an expected outturn which is
0.3 percentage point higher than the cost minirgizimategyS5. This is reflective of the higher




cost associated with longer tenor debt and theivelg higher cost of debt in the domestic
market than in the external mark&espite the difference in cost, all five strategiksplay
similar levels of sensitivity with maximum risk 6f9 percentage point. Although interest cost is
highest unde$1], total debt service is low compared38andS3, owing to smaller amortization
obligations associated with the longer tenor issaarunder this strategy (segure 39). Debt
service cost associated wi? is most sensitive, with maximum risk of 2.2 pereg points,
compared to 1.9 percentage points urterOverall, the analysis supports the selectioBbas

it minimizes the portfolio’s sensitivity to key kigactors, compared to alternatives.

Figure 36: Sensitivity of External Debt-to-GDP  Figure 37: Sensitivity of External Debt Service-
to Shocks to-Net International Reserves to Shocks

Source: Ministry of Finance and the Public Service Source: Ministry of Finance and the Public Service

Figure 38: Sensitivity of Interest Cost-to- Figure 39: Sensitivity of Debt Service-to-GDP
GDP to Shocks to Shocks

Source: Ministry of Finance and the PuBlevice Source: Ministry of Finance and the Public Service
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Figures 40 to 43highlight the dynamic effects of the different skascenarios on key debt
indicators forS1 over the medium-term. The portfolio is most sewsito foreign currency risk




as changes in the exchange rate between the JMDOhandSD have the largest impact on

debt-to-GDP and debt service costs (ségure 40). A 30.0 percent shock to the baseline

exchange rate assumption in FY2021/32dnario ] is projected to increase debt-to-GDP by
approximately 16.6 percentage points relative eolihseline. The combined shock described in
Scenario 4also had a significant impact, increasing debt-loPQy an estimated 9.2 percentage
points relative to the baseline. Though the impaxter this scenario is less significant, such a
shock is still likely to compromise the debt-to-GOBrget of 60.0 percent or less by

end-March 2026.

It is expected that increases in interest and exgdhaates will have negative implications for the
Government’s debt service costs. This is demorstratFigures 41to 43. Where interest costs
are concernedHgure 41), the exchange rate shock seems to be the maosticagt. Baseline
interest-cost-to-GDP averages 4.9 percent ovemtbedium-term. InScenario 1 this average
increases by 0.7 percentage point. The impactisfsitenario exceeds even thatSaenarios 2
and 3 in which extreme and moderate shocks to interesdsrancrease average interest
cost-to-GDP by 0.5 and 0.2 percentage point, reésebe This further demonstrates the risk that
exchange rate movements pose to the debt portfthie.rank of impacts tends to hold for debt
service-to-GDP and external debt service with tleeliomn-term average for debt service-to-GDP
rising by 1.3 percentage points (d8gure 42) and the external debt service average increasing
by US$210.9 million (seEigure 43) underScenario 1

Figure 40: Sensitivity of Debt-to-GDP to Figure 41: Sensitivity of Interest Costs to
Shocks Shocks
o
T
S o N
Phd S~o 25 4
A ” S~a ~ Zoee.™ -
3+5 - < = X P s i
— -~ \o' g - T r=ad -
\O S— - N—r
o
b X
2+5 : : : &
ngug ng ngm ng_ o3 #5 — — — — ]
4s 3\; 5'5 s 5 5 5"
— = =-5HCIK$ % <(6>/$&(?
— = =-BHCI<$ % <(6>/$&(?
(8&% $%&4% <(/6>/$&(-? (88 % $%&04%(<(/6>/$(&(—?
== C%&) $%&4% <(/6>/$&("? - = C%&) $%&4% <(/6>/$&("?
0*$8 <(/6>/$ & (#? 0*$8 <(I6>/%$ & (#?

Source: Ministry of Finance and the Public Service Source: Ministry of Finance and the Public Service




Figure 42: Sensitivity of Debt Service-to-GDP Figure 43: Sensitivity of External Debt
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The Annual Borrowing Plan (ABP) for FY2020/21 isvéped based on the Government of
Jamaica’s (GOJ) Medium-term Debt Management StydtagFY2020/21 — FY2023/24 and the
financing requirement for the fiscal year. The A8®ails the projected allocation from external
and domestic funding sources that will cover themariicing gap related to the overall fiscal
position after the Revenue Estimates and the Ewsnaf Expenditure for FY2020/21 are
programmed.

The Government's gross financing requirement for 26X0/21 is projected at

$143,602.93 million or 6.3 percent of GDP. In lingh the medium-term debt strategy (S1), the
GOJ will continue to reduce borrowing in the extdrmarket while increasing domestic
financing. For FY2019/20, the ratio of domesticetdernal financing is projected at 63.0:37.0.
The ratio of domestic to external financing for P2P/21 is projected at 76.1:23.9. This
strategic approach of decreasing external infloalative to domestic inflows is expected to
continue throughout the medium-term.

The funding from external sources includes schetulelisbursements totalling
$34,378.50 million from loans. These inflows congé multilateral and bilateral loans,
representing Policy-Based Loans and Investment dotmtalling $14,245.35 million and
$20,133.15 million, respectively. On the other hatite financing expected from domestic
sources is projected at $109,224.43 million, regméag Domestic Bonds and Treasury Bills
totalling $86,824.43 million and $22,400.00 millicespectively. (Se€able 10 and Figure 44

Table 10: GOJ's Annual Borrowing Plan for Figure 44: Annual Borrowing Plan
FY2020/21 FY2020/21

Financing Sources  Budgeted ($mn)
Domestic Financing 109,224.43 15 650

Domestic Bonds 86,824.43 14.0%
Treasury Bills 22,400.00
Investment Loans 20,133.15
Policy-Based loans  14,245.35

9.9%

= Budget Support LoarsInvestment Loans
Total 143,602.93 Domestic Bonds = Treasury Bills

S : Ministry of Fi d the Public Servi . . . .
ource: Ministry of Finance and the FUblic sernvice Source: Ministry of Finance and the Public Service
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During FY 2020/21, the market issuance strategy el guided by Strategy 1S{), which
focuses on securing 80.0 percent of financing frima domestic market throughout the
medium-term. The continued focus on local currersguances will help to rebalance the
currency composition of the portfolio while fadditng a vibrant market. In execution of the
Issuance Strategy, the GOJ will:

Streamline the application process for GOJ issumatacbe made through primary dealers;
Issue debt instruments along all segments ofitd gurve, thereby achieving the GOJ’s
objectives of satisfying the borrowing requiremeatsl maintaining a presence in the
domestic market while facilitating the developmehthe market;

Focus on building liquidity by developing benchma&ong the short-, medium- and
long- segments of the yield curve. It is anticipatbat this will result in increased
secondary market trading;

Continue to issue 3- and 6-month T-bills on a minkasis, while the 9-month T-bill
will continue to be issued at least once per quaiteng the fiscal year. The subscription
amount for the 3-month and 6-month tranches withai at $700.0 million each while
the 9-month tranche will remain at $800.0 millids a result, the T-bill offer amount for
FY2020/21 is expected to be $22,400.0 million. Twil assist financial institutions in
meeting liquid asset requirements;

Schedule long-term instruments for maturity outsitie peak repayment periods
FY2024/25 and FY2028/29 in order to avoid furthenthing ; and

Issue all securities via the auction mechanisms Wil facilitate efficiency in pricing.

5 8U/-"8 —(* |

Exogenous factors inherent in the dynamic finanemdironment, which are outside the remit of
DMB, could affect debt management operations. Assalt, the success of the issuance strategy
is dependent on favourable market conditions. Nbstanding the existence of programmed
inflows from official creditors, as well as favobita investor appetite for GOJ debt instruments,

the Government is cognizant of the following poi&nthallenges to the implementation of the
ABP:

Escalating geopolitical tensions over the mediutmtemay lead to uncertainty,
instability, and reduced prospects for economiomino Revenue performance could be
negatively affected. Additionally, financing froniidieral creditors may be limited due to
the deteriorating economic position of partner ¢oas;



Negative effects of natural disasters;

A significant depreciation of the Jamaica dollas-atvis the US dollar and relatively low
yields on GOJ securities relative to USD investraauld result in a shift in investors’
preference to US dollar-denominated investmentsis Té¢ould lead to investors
re-directing liquidity from the domestic market;

Competition from high-yield corporate bonds couktitase demand for GOJ issuances,
introducing demand-side risk in the portfolio; and

The expected financing from multilateral and bitatecreditors could be reduced as a
result of slow project execution.

5' * )Yw), /$ 7 )

The Government of Jamaica (GOJ) will continue tecexe opportunistic liability management
operations (LMOs) in FY2020/21 in an effort to mgeaosts/risks in the public debt portfolio.
Authorized by Sections 6 and 10 of the Public Ddhhagement Act (PDMA), the Minister with
responsibility for Finance may conduct portfoliomagement activities which are geared towards
ensuring that the financing needs and the paymaigadions of the Government are met at the
lowest possible cost over the medium-term so asheeve the fiscal targets.

The GOJ will remain prudent in monitoring the fical environment for any opportunity that
could improve the composition of the debt portfplehile enhancing fiscal sustainability. All
liability management tools, including buybacks, leaeges, swaps, switches, and roll-overs may
be utilized to achieve the objectives. In this rdgahe GOJ remains committed to consider
unsolicited proposals comprising the utilizationttod aforementioned tools that may assist in the
achievement of the medium-term debt targets.



Table 11: Proposed issuance Calendar for BINs for¥2020/21

SUBSCRIPTION

METHOD OF ISSUE

INSTRUMENT TYPE
DATE
Q1
April 15, 2020 3-month, 6-month and 9-month T-Hi#nders Auction
April 24, 2020 Reopen FR 5.50% BIN Due 20238-yr Auction
Mayl13 , 2020 3-month, 6-month and 9-month T-B#éhtlers Auction
May 22, 2020 Reopen FR 10.00% BIN Due 20371#yr Auction
June 10, 2020 3-month and 6-month T-Bill Tenders ctiom
Q2
July 24, 2020 Reopen FR 5.675% BIN Due 2029-yr Auction
July 15, 2020 3-month, 6-month and 9-month T-Béh@lers Auction
August 12, 2020 3-month, 6-month and 9-month T-Bdhders Auction
August 28, 2020 Reopen FR 6.25% BIN Due 20488-yr Auction
September 9, 2020 3-month and 6-month TreasuryTBitiders Auction
Q3
October 7, 2020 Reopen FR 5.675% BIN Due 202®-yr Auction
Reopen FR 5.80% BIN Due 203414-yr
October 14, 2020 3-month and 6-month T-Bill Tenders Auction
November 11, 2020 3-month, 6-month and 9-month T &inders Auction
November 25, 2020 | Reopen FR 5.50% BIN Due 2023-yr Auction
Reopen FR 10.00% BIN Due 2037%yr Auction
December 9, 2020 3-month and 6-month TreasuryTRitiders Auction
Q4
January 13, 2021 3-month, 6-month and 9-month TrgdBills Tenders Auction
January 29, 2021 Reopen FR 5.675% BIN Due 2029-yr Auction
February 10, 2021 3-month, 6-month and 9-month T &inders Auction
March 10, 2021 3-month and 6-month T-Bill Tenders Auction
March 26, 2021 Reopen FR 5.80% BIN Due 203414-yr Auction
Reopen FR 6.25% BIN Due 20488-yr Auction

*Benchmark Investment Note

Note: Schedule is subject to change.
Source: Ministry of Finance and the Public Service




Table 12: Proposed Schedule for Treasury Bills

For Fiscal Year 2020/21

Proposed Treasury Bill Tranche

Proposed Tender Date

Proposed Issue Date

Quarter 1
3, 6 & 9 month T/Bills

3, 6 & 9 month T/Bills

3 & 6 month T/Bills

Quarter 2
3, 6 & 9 month T/Bills
3, 6 & 9 month T/Bills
3 & 6 month T/Bills

Quarter 3
3, & 6 month T/Bills
3, 6 & 9 month T/Bills,
3 & 6 month T/Bills

Quarter 4

3, 6 & 9 month T/Bills
3, 6 & 9 month T/Bills,

3 & 6 month T/Bills

April 15, 2020
May 13, 2020

June 10, 202(

July 15, 2020
August 12, 2020

September 9, 202

October 14, 202(

November 11 202(

December 9, 2020

January 13, 2021

February 10, 2021

March 10, 2021

April 17, 2020
May 15, 2020

June 12, 202(

July 17, 2020
August 14, 2020

September 11, 202pD

October 16, 202(
November13, 202(

December 11, 2020

January 15, 2021
February 12, 2021

March 12, 2021

Notes: Please note that the Schedule is subject to chdihgeactual amounts in each tender will be deteethiat the time of invitation to tender.

Source: Ministry of Finance and the Public Service
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The Government remains steadfast in its pursudoattinuing to develop an efficient domestic
debt market throughout the medium-term. This inekithe facilitation of a deep and liquid bond
market that provides low-cost financing to the Gaweent and supports the development of
efficient fixed-income markets, which can suppardbr@omic growth. In support of a liquid and

well-functioning market, the Government will coniento promote transparency and consistency
in the debt market.

To achieve these objectives, the GOJ is aimingnitaece the market structure/relationship
framework that facilitates domestic debt activiti€ee role and expectations of stakeholders will
be adjusted to support a more efficient Primaryl&eaystem.

On the backdrop of an improved framework, the G@Uoantinue to pursue initiatives that will
enhance benchmark-building of securities, diverdifye investor base and implement a
secondary-market infrastructure to promote grdajerdity and enhanced price discovery.

A ) N L #I'TS -

During the upcoming fiscal year, the GOJ will cont to prioritize improved coordination
among stakeholders to encourage further developroérthe domestic debt market while
satisfying its financing requirements. To this etite Government will maintain a presence in
the debt market and utilize the auction mechansnsdue securities along all segments of the
yield curve, while facilitating price discovery. ifoer, in an effort to drive secondary market
trading, the GOJ intends to introduce a clear berachk building process in selected securities.
This is anticipated to enhance liquidity in thesewsities and facilitate trading that may result in
a more efficient yield curve.

Over the medium-term, the GOJ will examine the gy of issuing local
currency-denominated debt in the ICM. In ordeathieve this objective, the Government will
undertake discussions with an international clesgaand settlement agency, regarding the
feasibility of establishing a local link betweenmlalear-CSD and the agency’s platform. The
issuance of local currency-denominated debt i@ may reinforce efforts to de-dollarize the
debt portfolio.

Consequent on sentiments expressed by foreign torgeto participate in the domestic debt
market, the GOJ is considering the establishmeranoinstitutional framework for promoting,
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coordinating and organizing economic and sociaégstments by the Jamaican Diaspora. This
initiative is aimed at broadening and further dsiging the domestic market investor base.

During FY2020/21, the GOJ in collaboration with tlB0J and the Financial Services
Commission (FSC) will conduct a review of the PniynRealers (PD) System. Arising from an
IMF Technical Assistance Mission undertaken in Deloer 2019, it was agreed that a PD
Working Group should be established with partictpanom the MOFPS, BOJ, FSC and PDs.
The Working Group will be chaired by the MOFPS witie BOJ and FSC providing technical
assistance in the areas of market surveillancdponpeance assessment, and regulation and
compliance.

Under the review, emphasis will be on the develapmef the secondary market. PDs’

obligations will be broadened with more importaf@eused on market-making and distribution
roles in relation to GOJ securities. The obligagiavill be aligned with GOJ market development
objectives such as the establishment of a reli@deernment securities yield curve based on
firm quotes/transaction data. During the fiscalry¢lae GOJ will conduct discussions with PDs
regarding its issuance modality in order to inceesescondary market liquidity and boost trading.
The GOJ will implement a system of reward and redam.

During FY2020/21, the Jamaica Stock Exchange (JSEpordination with the GOJ and BOJ
will advance plans to implement a Fixed-Income TrrigdPlatform. The listing of GOJ securities
on the platform is envisaged to support the furtherelopment of the domestic capital market
through advanced market intelligence, equitabléinig transparency and checks and balances of
the system in respect of access privilege. It $® @&xpected to promote deeper and more liquid
markets and enable real-time price discovery.

In an effort to further the development of the detitedebt market, the GOJ will collaborate
with the BOJ and FSC to further enhance and upgthdeCentral Securities Depository
(JamClear-CSD). It is expected that the functidpain relation to the yield curve will be
implemented in the JamClear-CSD by end-FY2019/20.

Additionally, during FY2020/21, the GOJ will:

Provide timely reports and statistics on the debit@MB’s operations; and
Continue to publish a Schedule of Domestic DebtuB8ees and T-bill Tenders for
FY2020/21.
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Institutional investors are regarded as a govertisi&ry source of funding. Accordingly, these
key sovereign debt stakeholders are regularly eetyiyough the execution of a comprehensive
Investor Relations (IR) Programme. The strategres activities undertaken are critical to the
successful achievement of governments’ debt managerobjective(s) of raising adequate
budgetary financing and furthering the developnodénthe domestic debt market.

During the review period, the GOJ remained commiite accountability and transparency in
debt management operations through the delivecpoiprehensive and timely disclosure of data
and information. In keeping with the IRP 2019/2¢; GOJ:

» Disseminated market surveys and convened oneremweetings with key stakeholders in the
financial sector, prior to market issuances outline the GOJ’s Issuance Calendar, to obtain
valuable input towards the GOJ’s debt issuance(s);

* Met with a cross-section of investors on its aimon-deal roadshow to the United States of
America and Europe to update external stakeholoierthie country’s economic successes and
progress;

» Continued engagement with the credit rating amgsnoegarding the review of the country’s
creditworthiness;

» Disseminated market data and information throtigh Debt Management Branch (DMB)
website; and

* Continued the revamping of the DMB website tdéherched at the end of FY2019/20.

During FY2020/21, the DMB will continue to pursuesh practices that will enable the GOJ to
continue meeting its debt management objective®oducting debt operations transparently.
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The Government of Jamaica’s (GOJ) Medium-Term Ddbhagement Strategy (MTDS) for
FY2020/21-FY2023/24 examines the costs and risk#hi® debt portfolio relative to established
benchmarks for alternative financing strategie filancing plan selected is consistent with the
Government’s broad strategic objectives of raisadgquate financing at prudent levels of risk
and lowest possible costs, while facilitating conéd development of the domestic debt market.
Accordingly, the medium-term financing strategyuses on majority domestic financing at fixed
rates across the yield curve.

Adherence to a primary surplus target of 6.5 pdroérGDP has anchored the debt trajectory
firmly downwards, projected at 91.5 percent at EN@®019/20, consistent with the legislated
ceiling of 60.0 percent by end-FY2025/26.

Sustained macro-economic stability and favourabiancing conditions in the domestic and
external markets contributed to improvements ingbefolio cost and risk indicators during the
first three quarters of FY2019/20. This resulted reduced exposure to interest rate and
refinancing risks and lower annual interest costs the overall portfolio. Notwithstanding
increased volatility in the foreign exchange ratet amortizing outflows, the consolidation of
PetroCaribe Development Fund (PCDF) holdings of G€xiirities and the execution of liability
management operations (LMOs) all contributed toeduction in the stock of US dollar-
denominated debt.

Market development initiatives including reformtbe PD system and deeper engagement with
market participants remain priorities for FY202Q/Reforms include the broadening of the PDs’
obligations with particular focus on their role asarket-makers, with a view to increasing
secondary market activity. As a complement to thhefams, the GOJ will continue discussions
with PDs regarding its issuance modality, in paitc the benchmark building programme,
which is critical for the growth of secondary markeuidity.

During FY2020/21, the GQOJ, in collaboration withe thamaica Stock Exchange (JSE) and the
BOJ, will advance plans for the development ofxadirincome trading platform (FITP) for GOJ
securities. Consistent with international standaadd best practices, the FITP will facilitate
listing of GOJ bonds on the Jamaica Stock Exch&h§E) and will integrate the JSE’s platform
with the JamClear-CSD infrastructure. The plannstng of GOJ securities on the JSE is
expected to improve operational efficiency throggkater transparency and a higher level of
security, promote deeper and liquid markets, fiatdi real-time price discovery, improve market
information and fair trading; and consequently, mup the development of the domestic debt
market.
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GLOSSARY

Amortization
Amortisation refers to principal repayments on kmanThese repayments reduce the borrowed
money by portions, which are usually fixed amowntexpressed as a percentage of the whole.

Auction

An auction is a system by which securities are hbagd sold on a competitive bidding process.
The auctions are conducted on a multiple-pricedbgldasis, which means that the successful
investor will receive stocks at the price he bids.

Benchmark Investment Notes

These are bonds that are sufficiently large antvelgttraded, such that their prices serve as
reference for other bonds of similar maturities.orM specifically, the benchmark is the latest

issue within a given maturity. For a comparisomecappropriate and useful, the benchmark and
the bond being measured against it should havargpable liquidity, issue size and coupon.

Government bonds are almost always used as benkhmar

Cash Flow at Risk (CFaR)

Cash Flow at Risk of the debt portfolio estimaties maximum increase in debt service cash
flows relative to the expected costs due to changesarket variables, with a given probability
over a given period.

Central Government
Central Government includes ministries, departmemd agencies which are responsible for
carrying out core government functions.

Conditional Cash Flow at Risk (CCFaR)

Conditional Cash Flow at Risk is the extended nstasure of cash flow at risk that quantifies
the average increase in debt service cash flowslikely scenarios over a specified time period
(seeCash Flow at RisR.

Conditional Cost at Risk (CCaR)
Conditional Cost at Risk is the extended risk measid cost at risk that quantifies the average
increase in interest costs in unlikely scenaricsr @vspecified time period (s€est at Risk).



Conditional Value at Risk (CVaR)

Conditional Value at Risk is the extended risk niea®f value at risk that quantifies the average
increase in debt stock in unlikely scenarios ovepecified time period (sééalue at Risk).

Contingent Liabilities

Contingent liabilities are obligations that matks if a particular event occurs. They can be
explicit, if the sovereign contractually acknowledgits responsibility to cover the beneficiary
under specific circumstances, or implicit, when gozernment is expected to do so because it
has a “moral” obligation to act, in most cases teglato a high opportunity cost of not
intervening.

Cost at Risk (CaR)
Cost at Risk of the debt portfolio estimates theiimam increase in interest costs relative to the
expected costs due to changes in market variabifsa given probability over a given period.

Currency Conversion/Swap

A currency swap, sometimes referred to as a crosgefcy swap, involves the exchange of
interest — and sometimes of principal — in one enty for the same in another currenthie
agreement consists of swapping principal and istggayments on a loan made in one currency
for principal and interest payments of a loan afaalue in another currency.

Debt Service Payments

Debt service payments cover interest charges oara | Some sources also include amortisation
under debt service payments. These payments éitpitie accrued interest (and loan obligations
if amortisation is included).

Emerging Market Economy

An emerging market economy refers to a developatgn that is becoming more engaged with
global markets as it grows. Countries classifieceaerging market economies are those with
some, but not all, of the characteristics of a tged market.

Fiscal Responsibility Framework

The Fiscal Responsibility Framework, which cameo irgffect October 1, 2010, is an
encompassing framework which has, at its censealirules that are designed to achieve desired
fiscal outcomes, most notably, a reduction in, er@htenance of, a sustainable level of debt.
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Fiscal Risk
Fiscal risk refers to the probability that an attiiscal outturn will deviate from that which is
expected or budgeted.

Global/Euro bond

A bond underwritten by international investors aott in countries other than the country of the
currency in which the issue is denominated. Usguallglobal/euro bond is issued by a corporate
or sovereign and categorised according to the wayran which it is denominated. In July 1997
Jamaica issued a five-year US$200mn global bondshwias its first ever.

Government Guaranteed Loans
The term government guaranteed loans refers taebe of public bodies for which the Central
Government is required to assume obligations iretlent that the public entity defaults.

Inflation-Indexed Bonds

Inflation-Indexed bonds are securities with thenpipal linked to the Consumer Price Index.
The principal changes with inflation, guaranteeting investor that the real purchasing power of
the investment will keep pace with the rate ofatiin. Although deflation can cause the
principal to decline, at maturity the investor witceive the higher of the inflation-adjusted
principal or the principal amount of the bonds loa tlate of the original issue.

Investment Loans

The terms refer to loans, which fund capital depeient activities. The term capital refers to
lasting systems, institutions and physical striegutnvestment loans are typically funded from
foreign sources by bilateral arrangements and hatdtal institution.

Liability Management Operation

Liability management (LM) is the process of rebalag outstanding debt in order to improve
the composition of the public debt portfolio. LM eyptions have five main functions: (i) to
increase liquidity in government securities mark@tsto manage risks in the debt portfolio, (i)
to decrease the cost of new funding, (iv) to cdreewl/or take advantage of market distortions,
and (v) to stabilize the market during periodstoéss.

MTDS Analytical Toolkit

The MTDS analytical toolkit is designed to asstirctry authorities in developing a sound debt
management strategy, by analyzing cost and ristketffs inherent in alternative financing

strategies. The tool was developed by the Inteynati Monetary Fund and the World Bank
Group.



Non-Central Government Debt

Non-central government debt refers to the debtublip bodies, excluding those certified by the
Auditor General as carrying out functions of a cognoral nature. In the case of Jamaica, non-
central government debt is included in total pubdidt.

Official Creditor
Official Creditor is a government or internatior@iganization that lends mainly to another
government or international organization. Thisulgs multilateral and bilateral creditors.

Policy-Based Loan
This term refers to loans which fund or supportiggoteforms and/or institutional changes in
particular sectors. Policy based loans are ust@atiged by multilateral creditors

Price Discovery

Price discoveryis the process whereby the pricea odecurity, commodity, or currency is
efficiently determined through market driven fast@uch as supply, demand and investors risk
attitude at the time of transaction.

Primary Dealers
Primary dealers are security dealers who have lgpan the right to participate in initial
issuances or reopening of GOJ and BOJ securitigsetmarket.

Public Debt
Public debt is defined as the consolidated delth@fSpecified Public Sector except that of the
Bank of Jamaica, net of any cross holdings.

Public Debt Charges
Public debt charges are interest payments on toe dbligations and include related incidental
expenses such as service fees, late payment gsratttl commitment fees.

Sovereign Rating

A sovereign rating is an assessment of the defigilfor medium and/or long-term debt
obligations issued by a national Government (denated in foreign currency), either in its own
name or with its guarantee. Ratings are produgeddependent agencies (Moody's Investors
Service, Standard & Poor’s and others). The ratprgvide a guide for investment risk to
capital market investors.



Tender-Switch

A tender-switch is a form of liability managemergeoation in which a government retires a
portion of its debt securities, and makes an dffeholders of those securities to repurchase a
predetermined number of bonds at a specified price.

Treasury Bills

Treasury Bills are short-term debt obligations leatky the government with maturities less than
one year. The Government of Jamaica issues Tre&slls with 30-, 60- and 180-day tenors.
Treasury Bills are issued through a competitivedinid process at a discount from par, which
means that rather than paying fixed interest paysnkke conventional bonds, the appreciation
of the instrument provides the return to the holder

Value at Risk (VaR)
Value at Risk of the debt portfolio estimates thaxmmum increase in the debt stock due to
changes in market variables, with a given probigtolver a given period.

Yield Curve

A line graph showing the interest rates at spe@bmts in time by plotting the yields of all
securities with the same risk but with maturitiesging from the shortest to the longest
available. The yield curve for Government secusitie often used as a benchmark for pricing
other debt in the market. The curve is also useshaindicator of macroeconomic conditions.



