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Jamaican Stock Market

October Inflation
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The calendar year-to-date inflation rate for October 2013 was
8.6%, the point-to-point 10.3% and the fiscal year-to-date
5.7%.

JSE SEL

Weekly Movement in Indices
Indices

Data from the Statistical Institute of Jamaica indicate that the
inflation rate, as recorded by the Consumer Price Index (CPI)
was 0.8% for the month of October. Impacting the index for
this month was the 3.9% increase in the index for the division
‘Housing, Water, Electricity, Gas and Other Fuels’. This increase
was mainly due to the upward movement in the cost of water
and sewerage, which resulted in an increase of 20.0% in the
group ‘Water Supply and Miscellaneous Services Related to the
Dwelling’. All other divisions with the exception of ‘Transport’ and
‘Communication’ recorded increases. Transport fell by 0.4% due
to lower prices for petrol and air fares and Communication fell by
0.6% due to the reduction in some telecommunication rates.

Closing Levels

Change

79,865.41
77,667.37
76,832.37
2,103.82

-968.28
-1,012.04
-1,775.34
-52.27

738.51

+0.05

Most Active Stocks
Units Traded

%

CAR

12,653,205

49.88%

SGJ

4,255,948

16.78%

JBG

1,590,642

6.27%

Top Winners & Losers This Week
$ Change

% Change

Winner: PTL

$0.30

9.09%

Winner:CCC

$0.18

7.14%

Loser:JSE

-$0.35

-12.28%

Loser: LIME

-$0.02

-11.76%

Going forward consumer prices are likely to continue to rise. The
18% increase in water rates by the National Water Commission
which took effect in November will put upward pressure on the
‘Housing, Water, Electricity, Gas and Other Fuels’ category. The
accelerated depreciation of the local currency against the US
dollar has resulted in an increase in direct costs for manufacturers
and consequently the prices consumers pay for these goods. We
anticipate further pass-through of costs to consumers in order to
preserve margins. Consumers have responded to higher prices
through spending cuts and or substituting higher priced products
for cheaper ones. The generally weak economic environment
should temper these inflationary impulses. That being said, the
inflationary outturn for FY2013/14 will likely breach the upper
bound of the BOJ’s projected 8.5% to 10.5% range.
Government Outperforms Fiscal Target on Expenditure Cuts
The government has set out to meet an ambitious target under
the IMF programme in FY2013/14 which includes a 0.4% deficit
and 7.5% primary balance. The fiscal year to September outturn
shows that at $6.61Bn the government was ahead of its $17.01Bn
year to date deficit target due to expenditure cuts. In addition, the
primary balance stood at $43.03Bn, 12.6% in excess of target.
Recurrent Expenditure was 5.0% less than budget helped mainly
by savings on interest costs and programmes. At 8.9% below
budget, cuts in Capital Expenditure provided the biggest cost
savings.Things were different on the revenue side however, with
revenues and grants registering a 0.3% shortfall at $184.53Bn.
Tax revenues were 3.4% below budget as receipts from “Income
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and Profit” and International Trade” underperformed
by 5.2% and 4.5%, respectively. Of special note is the
6.2% shortfall in PAYE receipts which accounts for the
majority (62.5%) of revenues from Income and Profit.
Rising unemployment levels mean that PAYE receipts
could continue to underperform throughout the year. In
FY2012/13, PAYE receipts registered a shortfall of 7.6%
after being just 4.0% behind budget up to September
2012. Tax on dividends and interest were also significantly
below target. A number of listed companies have either
suspended or shrunk dividend payments in light of weaker
financial performances. As such, the 10 percentage point
increase in dividend taxes to 15% has not yielded the
desired outcome as receipts fell 56.9% below budget.
The weak economic climate will continue to pose a
challenge to the government particularly in terms of
revenue receipts. PAYE and dividend income should
continue to fall short of projected levels given high
unemployment and falling corporate profit. While the
government has signed a wage agreement with public
sector workers and is seeking to reduce wage cost to
10.5% in the current year and eventually 9% of GDP in
FY2015/16, rising Treasury-Bill yields will affect interest
cost as over 33.3% ($338.10Bn) of the domestic debt
portfolio is variable rate. Given the outlook for revenues,
meeting the fiscal targets will be difficult and GOJ may
need to find alternate revenue sources to supplement it
budget. This could mean additional revenue measures
before the end of the fiscal year.

Smoking ban hits Carreras Hard
Carreras’ second quarter results showed that the company
has been hit hard by the smoking ban in addition to the
fragile economic climate. The ban which came into effect
on July 15th was considered to be highly restrictive in
nature and the definition of ‘public spaces’ ambiguous.
As such this was to be amended by the Parliamentary
Committee to provide greater clarity to the public and
find some compromise for smokers. These amendments
however have been slow in coming, as the Human Social
Development Committee (HSDC) of Parliament has already
submitted the recommendations for the amendment to the
review the Tobacco Control Regulations, but the Minister
is yet to make the formal amendments. The delay has
had the effect of fuelling uncertainty surrounding where
the product (cigarettes) can be used and as such has
caused smokers to err on the side of caution by limiting
the purchases of cigarettes. The effect of this was seen in
the 15% decline in sales during the second quarter.

Second quarter (Q2) net profit declined by 84.7% to $485Mn
(EPS: $1.00). However, the prior year’s net profit included
pension income following the dissolution of the Defined Benefit
Pension Scheme. Excluding this, $3,365Mn pension surplus
income recorded last year, which is a non-core item, Carreras’
earnings would have effectively declined by 24.9%. For the
six month period, net profit stood at $971Mn (EPS: $2.00)
or 75.6% lower than that of the comparative period last year
(decline of 33.6% on a normalized basis).
National Commercial Bank Jamaica
National Commercial Bank Jamaica’s (NCBJ) earnings fell by
14.9% to $8.5Bn (EPS: $3.47) during its 2012/13 financial year
ended September 30, 2013. With the exception of the Payment
Services and Corporate Banking divisions, all major segments’
operating profits underperformed relative to the previous
financial year, with the largest decline being registered by the
Treasury & Correspondent Banking segment. Overall, the falloff
in net profits was primarily due to the negative impact of the
group’s participation in the National Debt Exchange (NDX) and
Private Debt Exchange (PDX) and higher operating expenses.
On the revenue side, the group was able to help counter the
effects of lower asset yields by ramping up the volume of
loans by 26.1% which contributed to the 8.1% increase in net
interest income to $23.6Bn. Growth in non-interest income
offered support to operating income which increased by 9.9%
to $38.0Bn. However, operating profit was eroded due to the
24.4% (+5.5Bn) upward movement in operating expenses.
This led to a deterioration in the efficiency ratio from 56.3%
to 67.6%. As such, return on shareholders’ equity fell from
15.7% in 2012 to 12.3% in 2013. At its current price of $17.55,
NCBJ’s P/E is 5.06X while its P/B is 0.60X.

JMD Money Market
The Bank of Jamaica entered the market on Monday issuing a
1-year US$ Indexed Bond payable in JMD with a semi-annual
coupon of 4.00%. The minimum bid size on the issue was
US$9,500.00 (J$1,000,000.00 equivalent). Total take-up at
the end of trading on Wednesday when the bond closed was
J$7.51B (US$71.10M).

Foreign Exchange Market
Selling
J$/US$1
J$/CDN$1
J$/GBP£1

Close:
08/11/13
105.34
100.55
169.74

Close:
15/11/13
105.59
100.89
170.96

Change
+$0.25
+$0.34
+$1.22
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GOJ Globals
Jaman bond trading activity continues to be light as sellers
outnumber buyers. The most actively traded bond was the
2036 at 95.50 while there were multiple offers on 17s, 19s
and 39s with no confirmed trades. Trading in JMD bonds
was again limited to retail investors liquidating their holdings while institutional investors remain net sellers

Indicative Levels - GOJ Globals
Bid

Offer

2014

101.500

103.750

6.20%

2015

103.000

105.000

5.55%

2017

107.500

109.500

7.54%

2019

97.250

99.500

8.13%

2022

128.000

131.000

6.64%

2025

100.750

102.750

8.87%

2036

93.500

95.000

8.97%

2039

83.250

85.250

9.57%

Offer Yield*

The European Union (EU) sought to iron out spending plans
in the euro area’s biggest economies to ensure that due
focus was placed on reviving economic activity but at the
same time maintaining fiscal prudence in order to get the
bloc on a sustainable growth path. The EU indicated that
Germany, Europe’s largest economy, has made no progress
in following recommendations to spur domestic demand.
On the other side of the coin, Spain’s budget risked missing
deficit targets and that Italy’s 2014 plan was in danger of
breaching debt-reduction rules. As such, there are concerns
that the budget plans of euro-area countries are not paying
sufficient attention to fiscal consolidation. The assessments
reveal EU officials’ determination to ensure that governments
do not become complacent following forecasts that the euroarea economy will grow next year for the first time since
2011. While the bloc came out of a recession with a 0.3%
expansion in the second quarter, growth slowed to 0.1% in
the three months through September, with France’s gross
domestic product shrinking and Germany’s economy slowing.
With unemployment at a record 12.2% and inflation at
its lowest level in four years, the EU wants to ensure that
governments do not waver in their efforts to boost growth
even while maintaining fiscal discipline

China Reform Plan Sets Scene for Local Clampdown:
Economy
China’s Communist Party signaled a bigger focus on fiscal
concerns during President Xi Jinping’s tenure, setting the
scene for a clampdown to control the finances of indebted
regional authorities.
Local governments will be able to sell bonds to fund
construction and officials will be rated on measures including
borrowing levels, the party said Nov. 15. An easing of the onechild policy and extra land rights for farmers also featured in
the biggest package of reforms since at least the 1990s.
Tightening control over local finances and allowing new
channels for funding would limit the risk of a debt crisis hobbling
the world’s second-biggest economy, while corruption arrests
since Xi became party chief may signal that officials ignore
directives at their peril. The scale of regional debt woes is set
to be shown in an audit that the Finance Ministry said was due
last month although it has yet to be released.
“It requires a lot of political brute force and it’s something you
*NB: The rates quoted above are opening indicative levels on the international market and are
subject to change as market conditions vary throughout the trading session. Additionally, the
prices quoted to clients of NCB Capital Market Limited (NCBCML) are adjusted to reflect the
costs associated with completing the transaction on the respective client’s behalf.
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can only achieve if you are extremely vigorous,” said Arthur
Kroeber, Beijing-based managing director of economic
research firm GaveKal Dragonomics, referring to efforts to
ensure local governments toe the line. “The localities have
so much power and their incentives are so non-aligned with
the party’s grand objectives that it’s a real problem.”
Draghi’s Rate Cut Puts ECB in Holding Pattern Until 2014
Mario Draghi won’t follow his unexpected interest-rate cut
with new liquidity injections into the financial system next
month.
ECB officials are drawing up plans to keep money flowing to
banks to head off a liquidity squeeze when the first round
of emergency long-term loans comes due in early 2015. A
technical committee asked by Draghi to consider solutions
met last month, according to two euro-region central bank
officials familiar with the matter.
New liquidity measures could comprise longer-term
refinancing operations with fixed or floating rates, different
maturities or rules on how banks must use the cash. Other
possible measures include changes to reserve or collateral
requirements or suspending liquidity-absorbing operations.
The ECB already extended its policy to provide banks with
as much liquidity as they need until mid-2015. Draghi said
on Nov. 7 that officials are “ready to consider all available
instruments” to ensure money-market conditions don’t
hamper the transmission of the bank’s expansionary policy
to companies and households.
Asset Purchases
ECB Chief Economist Peter Praet told the Wall Street Journal
that policy makers are ready to consider all options to
ensure price stability. While he said that additional stimulus
isn’t needed at the moment, asset purchases could be
deployed.

Europe Recovery Wanes as Germany Slows, France Contracts
The euro area’s recovery came close to a halt in the third
quarter as German growth slowed, France’s economy unexpectedly shrank and Italy extended its record-long recession..

Gross domestic product in the 17-nation euro area rose 0.1
percent in the three months through September, cooling from
a 0.3 percent expansion in the second quarter, the European
Union’s statistics office in Luxembourg said today. That’s in
line with the median forecast in a Bloomberg News survey
of 41 economists. Growth in Germany, the region’s largest
economy, eased to 0.3 percent from 0.7 percent.
The slowdown comes as the currency bloc struggles with the
legacy of a debt crisis now in its fifth year and just after it
emerged from its longest-ever recession in the second quarter. Unemployment (UMRTEMU) stands at a record 12.2 percent and inflation slowed to the lowest level in four years in
October, leading the European Central Bank to cut its benchmark rate to a record low last week.
“The bleak GDP estimate shows just how fragile and hesitant
the eurozone’s recovery is -- so much so that it’s questionable
whether current economic conditions even qualify as a recovery,” said Nicholas Spiro, managing director of Spiro Sovereign Strategy in London. “While the slowdown extends to
Germany, it’s the dire state of the French and Italian economies that looms large.”
The euro weakened against the dollar today and was down
0.4 percent at $1.3435 as of 10:55 a.m. London time.

“If there should be a need for further measures, yes, we do
have number of measures in the arsenal,” ECB Governing
Council member Ewald Nowotny told reporters in Vienna
today.
Inflation in the 17-nation euro area slowed to 0.7 percent in
October, the lowest level in four years. The region’s economy
came close to a halt in the third quarter as German growth
slowed, France’s economy unexpectedly shrank and Italy
extended its record recession.
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NCB Capital Markets Ltd (formerly Edward Gayle and Co.) established in 1968 is Jamaica’s oldest stockbrokers. The company became a part of the
NCB Group in 1994 and a fully owned subsidiary in October 2002. In December 2002, the then Edward Gayle and Co. was merged with another
NCB subsidiary, NCB Investments. The products distributed by this combined subsidiary cover the traditional money market product offerings (J$
and US$ Repos), primary dealer services, stock brokerage and investment advisory services. Edward Gayle was renamed NCB Capital Markets Ltd.
in October 2003.

NCB Capital Markets Limited (“NCBCML”) through its representative(s) has provided information to you on various financial products and services
and investment opportunities for information and educational purposes only. While NCBCML has made every effort to ensure that the information
provided to you is accurate and based on research and analysis that we have carried out or derived from sources that we believe to be accurate
and reliable, NCBCML makes no representations or warranties about the accuracy, completeness or suitability for any purpose of the information
published and will not be liable for any loss which you or anyone else may suffer in reliance on the information we have provided to you. This Report
does not take into account the specific investment objectives, financial situation or particular needs of any specific recipient and therefore this Report
should not be regarded by recipients as a substitute for the exercise of their own judgment or for obtaining advice directly from one of our investment
advisors.

Important Disclosures:

The views expressed in this report are the views of NCB Capital Markets Ltd at the date of this report.
In accordance with Section 39 (I) of the Securities Act of 1993, NCB Capital Markets Limited hereby states that it is a subsidiary of NCB Jamaica Ltd.
and to that extent may be regarded as interested in the acquisition or disposal of the shares of NCB Jamaica Ltd. However, the company acts in a
proper and professional manner in making any recommendations regarding shares listed on the Jamaica Stock Exchange. Share prices may fluctuate
and past performance is not necessarily a guarantee of future returns.
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