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INTRODUCTION

1.

The Debt Management Strategy outlines the Government of Jamaica’s objectives,
strategies and plans for the management of the domestic and external debt liabilities for
the fiscal year and the medium-term. It provides a review of the achievements and
developments during the previous year taking into account the composition of the debt
portfolio, the fiscal operations and developments in the macro-economy and in the
domestic and international capital markets. The Debt Management Strategy is
complemented by a chapter in the annual Budget Memorandum, outlining details on
Jamaica’s public debt and debt developments during the preceding year. The Debt
Management Strategy, the Budget Memorandum and relevant debt information are
available in print media and electronically on the Ministry’s website
(www.mof.gov.jm/dmu).

Among the highlights of FY 2009/10 is the Government’s successful execution of a
Liability Management Programme (LMP) to contain financing cost over the long-term
and maintain a sustainable level of risk. The LMP was effected as a debt exchange,
termed the Jamaica Debt Exchange (JDX), which was launched on January 14, 2010 and
settled on February 24, 2010. The JDX included the following:

e replacing short-term debt with long-term maturities; and
e replacing high interest rate debt with low interest rate debt:

The objectives of the JDX have been further buttressed post settlement, by utilization
of the call option to prepay eligible securities that did not participate in the debt
exchange.

The JDX was a precondition for approval of the International Monetary Fund 27-month
Stand-By Arrangement requested by Jamaica. The Government’s economic programme,
supported by the IMF, contains strong macroeconomic adjustments and structural
reforms aimed at ensuring macroeconomic stability and creating the conditions for
stronger and sustained growth. A major objective of the macroeconomic programme is to
place the public debt/GDP ratio firmly on a downward trajectory, through adherence to a
comprehensive debt management strategy.

In June 2010, the debt management strategy will be reviewed to include an explicit
assessment of the cost-risk trade off.

The Government has sought to maintain a prudent debt structure by:

- having an appropriate mix of fixed-rate and floating-rate debt to diversify its
portfolio and minimise interest-rate risk;
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- extending and smoothing the maturity profile of the debt to better
manage refinancing risk;

- minimizing foreign currency risk;

- further diversifying the debt portfolio;

- using market mechanisms for domestic debt issuances;

- increasing the transparency and predictability of primary market debt issuance;
and

- promoting and building a liquid and efficient market for government securities.

The debt management strategies pursued over the years have shown progress in the areas
of:

= lengthening of the maturity profile of both the external and domestic components
of the debt;

= use of the auction mechanism to issue securities;

* broadening of the scope of market consultations with key players;

* reduction of roll-over risk;

= reduction of pricing risk;

= debt servicing cost minimisation;

* increasing investor confidence;

= minimizing of foreign currency risk in the domestic debt portfolio; and

= creation of liquid benchmark securities.

OVERVIEW - FY 2009/10

8.

FY 2009/10 was a historic and exceptional year for the implementation of the
Government’s Debt Management Strategy. The global economic crisis that continued
into FY 2009/10 presented some challenges to the realization of the stated objectives of
the Strategy which was evidenced by local investors maintaining short positions and
choosing to remain liquid. By the end of the third quarter, higher than programmed
interest rates resulted in higher than programmed costs for debt financing and an
associated rise in projected interest costs. With regard to the external debt portfolio,
fundraising efforts were focused on the continuation of the strategy of engaging the
multilaterals for financing under Policy Based and Development Policy Loan (PBL and
DPL) windows.

Following an assessment of the impact of the global economic crisis on the operations of
the Central Government and in particular on the debt operations, the Government of
Jamaica took the strategic decision during the third quarter of the fiscal year, to execute a
comprehensive liability management programme with respect to its domestic debt
through a debt exchange initiative that was marketed as the Jamaica Debt Exchange
(JDX). The JDX was an integral component of the Government’s economic programme
developed to achieve cost savings complementary to other savings to be achieved from
fiscal and tax measures to ensure sustainability of the public finances.
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The main objectives of the JDX were to achieve substantial cost savings, increase the
fixed rate component of the domestic debt portfolio, extend the maturity profile of the
debt and obtain a participation rate of close to one hundred percent (100%).

The JDX realized all the stated objectives with a participation rate of 99.2%. It also re-
profiled the domestic debt portfolio by replacing 350 bonds with 25 liquid benchmark
bonds with lower interest rates and longer maturities. The transaction was structured as a
par for par exchange offer with no haircut to principal, that is, no reduction in principal
value. The JDX, with a 99.2% participation rate, represents, globally, one of the most
successful debt exchanges ever executed.

Subsequent to settlement of the JDX in February 2010 the Government exercised its call
option with respect to the eligible but non-participating instruments in the JDX thereby
minimizing the exposure of the domestic portfolio to servicing costs associated with pre-
JDX interest rates.

At the end of March 2010, total public debt stood at $1,434.8 billion. This represented an
increase of 19.5% over the $1,200.3 billion recorded at the end of March 2009. As a
percentage of GDP, total public debt at the end of March 2010 was 129.4% up from
115.7% at the end of March 2009.

The stock of Central Government and Government Guaranteed external debt stood at
$676,055.4 million at the end of March 2010, the highest recorded level to date. This
represented an increase of 23.2% compared with the stock of $548,668.5 million at the
end of March 2009. The increase in the debt was primarily due to inflows from
multilateral and bilateral sources for budget support, infrastructure development and
social programmes.

Following the JDX, inflows from the International Monetary Fund (IMF) for the
establishment of the Financial System Support Fund, to provide support to the financial
system, if necessary, also contributed to the increase in total public debt.

External loan inflows for the period comprised US$499.5 million in Policy Based,
Development Policy and project loans from multilateral sources, US$20.5 million from
bilateral creditors, US$640.0 million from the IMF, and US$50.0 million from other
private creditors.

The stock of domestic debt stood at $758,700.4 million at end March 2010. This
represented an increase’from $651,657.4 million at end March 2009, representing a net
increase of $107,043.0 or 16.4% compared to an increase of 15.9% at the end of March
2009. As a percentage of GDP, the domestic debt increased to 68.4% at the end of March
2010 from 62.8% at the end of March 2009.

A total of 48 debt securities were issued in the domestic market, of which 11 or 22.9%
were on a variable rate basis and the remaining 77.1% on a fixed rate basis. Two US$
denominated and one US$-linked security represented 6.3% of new issues.
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By the end of March 2010, the structure of the domestic debt had changed significantly as
a result of the JDX. The introduction of CPI linked Bonds and the decision to
discontinue the issuance of US$ Indexed Bonds, played a significant role in the process.
The issuance of CPI linked Bonds at low fixed rates is predicated on the positive trends in
key economic indicators including a longer term outlook for single digit inflation. US$
Indexed Bonds previously contributed to the substantial foreign exchange exposure in the
domestic portfolio. The new debt structure will facilitate better management of risks
across the portfolio.

At the end of March 2010, JDX Benchmark ‘New Notes’ accounted for 92.7% of the
debt stock while outstanding ‘Old Notes’ represented 6.6%. Commercial Bank loans and
other loans accounted for the remaining 0.7%. Of the New Benchmark Notes, Fixed Rate
Notes accounted for 42.8%, Variable Rate Notes represented 43.6%, US$ Fixed Rate
Notes accounted for 10.6% and CPI linked Bonds accounted for the remaining 3.0%.

During FY 2009/10 Jamaica’s credit standing was reviewed several times by rating
agencies Standard and Poor’s (S&P), Moody’s Investor Services (Moody’s) and Fitch
Ratings. The country’s ratings declined during the period August 2009 to February 2010,
when the three agencies placed it in the “C” category. The rating actions were prompted
by the deterioration in the country’s fiscal and debt dynamics, the anticipated domestic
debt exchange and the protracted negotiation with the IMF.

Concurrent with the launch of the JDX, all three rating agencies placed Jamaica in the
“default” category. However, following the IMF Board’s approval of the Stand-By
Arrangement in February 2010 and the historic success of the JDX, all three rating
agencies reinstated the country’s credit rating to the “B” category.

PERFORMANCE REVIEW FY 2009/10

23.

During FY 2009/10 the Debt Management Strategy sought to:

Aggressively reduce the interest rate impact on the debt portfolio;

Address aspects of realignment of the portfolio;

Maintain the fixed-rate proportion of the domestic debt portfolio;

Extend and smooth the maturity profile of the debt;

Minimize foreign currency exposure of the domestic debt portfolio;

Increase the use of the bid auction mechanism for issuance of domestic securities;

Increase the transparency and predictability of debt issuance and operations;

Re-engage the bilateral creditors and continue to engage the multilateral

institutions;

* Maintain the level of new issuance of external debt equivalent to the level of
external amortization; and

* Implement dematerialization of securities.

Seek to Aggressively Reduce Interest Rate Impact

24.

The decline in interest rates that commenced in the latter half of FY 2008/09 continued
into FY 2009/10, albeit at a slow pace. This gradual declining trend continued through to
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December 2009 as a result of the aggressive rate reductions by the Bank of Jamaica, and
dialogue between the Government and market players. This facilitated lower interest
rates offered in the JDX, thereby lowering projected interest costs in FY 2010/11 and
beyond.

Realignment of the portfolio

25.

26.

The Government achieved significant success in the attainment of this strategy objective.
In the last quarter of FY 2009/10 the Government executed a liability management
programme with respect to the domestic debt portfolio to address rollover risk, interest
cost minimization and bunching of principal maturities in the near term.

By the end of March 2010, the structure of the domestic debt had changed significantly as
a result of the JDX. The pre-JDX three hundred and fifty smaller-sized registered
securities totalling $695.6 billion were exchanged into twenty five large liquid
benchmark issues changing the entire structure of the domestic debt. With the
Government’s call of securities that did not participate in the JDX, by mid May 2010 the
structure of the domestic debt will be further streamlined.

Maintain the Fixed Rate Proportion of the Domestic Debt Portfolio

27.

28.

29.

30.

The fixed rate portion of the domestic debt increased from 40.8% at end March 2009 to
56.4% at end March 2010. Due to the uncertainty in the market associated with the
protracted delay of the IMF negotiations, market players demonstrated a preference for
short dated fixed rate investments for the greater part of the fiscal year, which led to a
shift in the interest rate structure by December 2009. This preference was reflected in a
shift in the composition of the debt moving from 59.1% variable rate and 40.8% fixed
rate at end March 2009 to 43.6% variable rate and 56.4% fixed rate at end March 2010,
as a result of the successful completion of the JDX.

Extend and Smooth the Maturity Profile of the Debt to Better Manage Refinancing Risk
Consistent with the objectives of the debt strategy of extending maturities and
minimizing rollover risk the external debt was contracted mainly on a long term basis
during FY 2009/10. Of the new debt contracted 88.2% was at the long end of the curve.

Contrary to the success attained in the external portfolio, the strategy for FY 2009/10 to
issue at least 40% of new debt in the domestic portfolio with maturities in excess of five
years was not realized. This target was seriously challenged by the preference of
investors to hold short-dated securities due to the uncertainty in the macroeconomic
environment. Nevertheless, despite the challenges, by the end of the third quarter of the
fiscal year the Government had issued 12.4% of new debt with maturities in excess of
five (5) years.

Notwithstanding the challenges, the JDX which was launched in January 2010 had the
desired effect of smoothing maturities along the yield curve. The immediate benefit of
the JDX was the realignment of the domestic debt maturity profile, which saw a
significant reduction in the maturity over the next five years. At the end of FY 2009/10,
52.3% of the total domestic debt outstanding was scheduled to mature in 5 years, while
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