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Jamaican Stock Market

Budget FY2015/16
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Weekly Movement in Indices
Indices

Closing Levels

Change

JSE Combined Index

83,731.11

-345.44

JSE Market Index
All Jamaican Composite

81,881.33
90,265.43
2,462.64
585.90

-506.72
-566.53
-7.23

Jamaica Select Index
JSE Cross Listed Index

Most Active Stocks
LASM

6,314,100

29.77%`

SG

5,388,951

25.41%

JMMB 8.75%

1,808,400

8.53%

Top Winners & Losers This Week
$ Change

% Change

Winner:LASF

+$0.12

11.54%

Winner:CHF

+$1.20

6.38%

Loser:PROVEN

-$0.36

-66.67%

Loser:GLNR

-$0.20

-18.18%

Last week the Minister of Finance announced measures that
will be implemented in order to fund its $641.5Bn budget for
FY2015/16.Budgeted expenditure is 15.0% higher than the
$557.7Bn estimate in the previous fiscal year, or 10.9% in real
terms. The new fiscal year is expected to see an additional $12.3Bn
from enhanced tax compliance measures with a further $10.4Bn
expected from new tax measures. Enforcing compliance has
historically been a challenge for the government as the legislative
and administrative infrastructure has been inadequate to capture
tax dodgers. However the structural benchmark target under the
IMF program which relates to tax reform, resulted in amendments
to the legislation on revenue collection to strengthen the powers
of the Tax Administration Jamaica (TAJ) and Jamaica Customs
Agency (JCA). The modernization program office at the TAJ was
established which is expected to help the government to improve
revenue collection and compliance.
In addition to compliance effort, a $10.4Bn tax package was
announced which primarily affects motorists, smokers and
electricity users. Effective March 18 the special consumption tax
(SCT) on petroleum products will increase by $7.00 per litre in an
effort to raise $6.4Bn. Motorists are expected to face the impact
of this tax as it will be passed down from gasoline retailers. GOJ’s
revenues have taken a hit following the decline in oil prices on
the international market and the subsequent reduction in tax
on imports. As such, this measure should help to offset this
shortfall on import revenues. The impact will be heavily felt once
petroleum prices begin to increase from the current historical low.
The Minister also alluded to the replacement of the current 1%
cess which is paid by Petrojam to the Petroleum Corporation of
Jamaica Limited (PCJ) with a SCT of $2 per litre which would
accrue to the Consolidated Fund. This change could have an
impact on billing prices for petroleum products to the extent that
the SCT is higher than the 1% cess and the extra cost is not
absorbed by Petrojam. This would represent a further blow to
motorists and also negatively impact electricity costs.
Carreras, the major distributor of cigarettes in the island, was
again hit by another increase in SCT on cigarettes. Effective
March 13 the SCT on cigarettes increased from J$10.50 per stick
to J$12 per stick. This will be directed to the National Health
Fund. The price of a packet of 20 cigarettes will therefore attract
specific SCT of J$240. We expect that Carreras will reel from this
move considering that the company has yet to recover from the
implementation of the smoking ban two years ago.

Weekly
The new tax package also saw the imposition of GCT on
residential electricity consumption. It is proposed that
with effect from 1 April 2015 supplies of electricity for
residential use in excess of 350 kWh per month will attract
GCT at the standard rate of 16.5%. It is estimated that
6.4% of JPSCOs customer base will be affected by this
move. The government expects to yield $807Mn in new
taxes. We are of the opinion that this move may not yield
the desired results due to the fact that electricity theft
continues to be wide spread and it is possible for this tax
to be avoided with more efficient electricity use.
Success in implementing the new tax measures and
enforcing tax compliance augur well for the government’s
tax revenue target and primary surplus target under the
IMF program. Historically these targets have proven to be
quite ambitious. Tax revenues underperformed for much
of fiscal year 2014/15, with tax revenues falling below
the IMFs tax floor of $260Bn for the period to December
2014. As such it will be critical for the government to
achieve and enforce these targets which will have the
effect of instilling greater confidence in the sovereign and
the success of the IMF program.
Slight Increase in Net International Reserves for February
2015
After dipping in to US$1,785.36Mn in January 2015, Net
International Reserves (NIR) registered a 7.6% month
over month increase in February 2015. Higher currency
and deposits coupled with lower IMF liabilities propelled
Net International Reserves to US$1,921.18Mn for the
month. Currency and deposits were US$67.04Mn higher
and ended the month with US$1,852.73Mn in its coffers.
Meanwhile IMF liabilities continued its monthly downtrend
and were US$73.62Mn lower. The February 2015 NIR
outturn means that at current exchange rates the country
can cover 17.13 weeks of goods and services imports.
Jamaica passed its 7th review under its Extended Fund
Facility with the IMF. Consequently, it is expected that NIR
will be boosted by the release of SDR28.32Mn (US$40Mn)
to Jamaica in March.

11% increase in revenues. Overall, consolidated revenues for
the year were $14.77Bn. Seprod was also able to keep it cost
of sales contained resulting in gross profit margin increasing
by 130 basis points to 19.6%. The Group also got support
for its core revenues thanks to $685.89Mn from finance and
other operating income. However, as Seprod’s management
sought to expand its visibility of some of its products in the
market, selling expenses were $31.17Mn (+7.9%) higher.
Administrative expenses also increased from $1.43Bn in 2013
to 1.51Bn in 2014. Total operating expenses were $2.13Bn,
a 7.1% increase over last year’s operating costs. Despite the
higher costs, core net profit margin was 6.1% in 2014 versus
5.5% a year ago.
Going forward, Seprod’s management intends to spend
over $1.4Bn in the expansion of its operations. These plans
include a $300Mn investment in its oil and fats division with
the larger portion to be spent on upgrades to co-generation
to save on energy costs for the Group. Meanwhile, there
is a planned $400Mn to be spent on the dairy division for
an investment in automation which is slated to be increase
efficiency and production by 50% over the next three years.
This capital expenditure is likely to drive both productivity
and cost management in the future. The 2015 financial year
will also benefit from an agreement the company signed with
GraceKennedy Foods USA to distribute its brands through some
7,000 retail outlets in the American market, effective March 1.
This will help to drive revenues through export sales.
At Seprod’s current price of $12.28, its trailing P/E is $6.21X
while P/B is 0.63X.

JMD Money Market
Tax payments, which were due at the end of the week,
resulted in tight JMD market liquidity levels despite interest
inflows from the GOJ 2019, 2025 and 2035 VRs. Liquidity
levels are expected to improve in the upcoming week due to
the maturity of the BOJ 2015A USD-Indexed Note (US$49.4M
or approx. J$5.7B).
USD market conditions and broker rates continue to be stable
due to high liquidity levels.

Seprod Records Moderate Increase in Earnings with Big
Plans for the Future
Manufacturing and distribution conglomerate Seprod Group
(SEP) posted an 11.7% increase in earnings during the
2014 financial year. Net profit for the January to December
2014 period was $1.01Bn (EPS: $1.96). The increase in
earnings was largely attributable to the 6.1% growth in
sales over the period. The Distribution division registered
a slight 1.8% decline in revenues. However, Seprod’s
Manufacturing division offset the decline with a robust
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GOJ Globals
Trading activity was slower in Jaman bonds last week than
it has been recently however the 25N and 19s continued
to dominate activity. The 25n traded at 111 while the 19s
traded at 110.875, while there were buyers of 36 at 111
and 39s at 108.50 with no ready offers on either. Trading
in JMD denominated bonds was limited, as it has been
since the debt exchange, to retail size volume trades.

Indicative Levels - GOJ Globals
Bid

Offer

2017

115.000

117.000

2.78%

2019

110.500

112.000

4.02%

2022

109.250

111.750

4.63%

2025

110.500

112.000

5.92%

2036

111.250

113.250

7.26%

2039

107.750

109.750

7.13%

Offer Yield*

International News
After a year of sanctions and a contraction, the Russian
economy is ready for the upside. While the political impact
of the opposition leader Boris Nemtsov’s killing has been
limited in Russia, it has fueled demands for new sanctions
against Moscow in the West. Meanwhile, Russian equity valuations suggest potential for a strong performance over the
coming months. Nevertheless, as long as sanctions prevail,
the potential destabilization in the Russian economy and severe collateral damage in Europe will steadily increase. In
pre-sanctions Russia, growth was expected to remain weak
in 2014-2015 due to stagnant oil demand, while institutional
weaknesses reflected a poor investment climate. In early
2014, markets projected growth of 1.7% for 2014 and 2.3%
in 2015, with a deceleration of inflation to about 5% and
a policy rate of 5%. With sanctions in place, the Russian
economy wound up contracting 3.5% in 2014. Even in a benign scenario, Moscow can only expect flat growth in 2015.
With subdued oil prices and weak ruble, only exports are
driving growth. Preparing for the 2016 election, members
of Congress have proposed far tougher actions, which range
from declaring Russia in breach of its obligations under the
nuclear treaty (INF) to ousting Moscow from the World Trade
Organization.
ECB Buys 9.75 Billion Euros of Public Debt in New Era
The European Central Bank embarked on a new monetarypolicy era by settling purchases of 9.75 billion euros ($10.3
billion) of public-sector debt last week.

Foreign Exchange Market
Selling
J$/US$1

Close:
06/03/15
115.55

Close:
13/03/15
115.40

Change
-$0.15

J$/CDN$1

92.30

90.48

-$1.82

J$/GBP£1

175.42

171.06

-$4.36

Demand for USD was moderate during the week. USD inflows from the Tourism sector continued steadily, while some
end users converted USD in order to meet JMD obligations.
These two factors helped in slowing the pace of depreciation throughout the week. On Friday the dollar closed at a
weighted average selling rate of J$115.40:US$1.00 which
represented a $0.15 appreciation.

The ECB announced on Twitter its first weekly statement
showing buying of government and agency debt by the region’s central banks, part of a stimulus plan to acquire 1.1
trillion euros of assets through September 2016. The figure
covers only part of the week as it takes time to settle the
purchases, and signals the Frankfurt-based institution is on
track to meet President Mario Draghi’s pledge to buy 60 billion
euros of assets this month.
The ECB’s Governing Council approved quantitative easing to
fight the threat of euro-area deflation against opposition from
Germany, the region’s biggest economy. Bundesbank President Jens Weidmann said last week that his institution, which
should make the biggest share of purchases, is playing its part
and bought 2.1 billion euros of German bonds in the first three
days.
“There’s little doubt that the ECB will meet its target and make
*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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true on its promise,” said Frederik Ducrozet, an economist
at Credit Agricole SA in Paris. “We don’t have many details
yet on the purchases and it will be interesting to see the
breakdown by countries and maturities.”
The ECB will publish more information, including details of
bond maturities, on a monthly basis starting in April. Executive Board member Benoit Coeure said last week that
the average maturity of purchases in the first three days
was 9 years.
Negative Yields
Unlike earlier programs by the U.S. Federal Reserve and
Bank of England, the ECB’s QE must deal with a market
where a large share of bonds have negative yields. That
means central banks buying debt on which they expect to
make a loss.
While Draghi has said the ECB can buy bonds with yields
as low as the deposit rate, currently at minus 0.2 percent,
policy makers have failed so far to agree how to share
those losses.
Debt securities from nine euro-area members, including
Germany and France, or more than a quarter of the 346
securities in the Bloomberg Eurozone Sovereign Bond Index, trade with a negative yield as of today.
Austria’s central-bank governor Ewald Nowotny told
Bloomberg News on March 11 that making foreseeable
losses threatens to damage the reputation of the region’s
central banks. Weidmann has indicated that the Bundesbank has purchased bunds with negative yields.
Under the asset-purchase program, the ECB and national
central banks also buy agency debt such as securities from
the European Investment Bank or Germany’s KfW development bank, asset-backed securities and covered bonds. As
of March 13, the ECB’s outstanding settled purchases of
ABS rose to 3.75 billion euros and its purchases of covered bonds climbed to 56.95 billion euros, the central bank
said.

Weak U.S. factory data suggest softer economic growth
U.S. manufacturing output fell in February for the third
straight month as the production of automobiles and a range
of goods tumbled, the latest indication of slower economic
growth in the first quarter.
Activity has softened in recent months, constrained by a
harsh winter, strong dollar and lower crude prices, which
have forced companies in the oil field to either postpone or
cut back on capital expenditure projects. Weak demand overseas and a now-settled labor dispute at U.S. West Coast ports
also was a drag.
“This is a very toxic cocktail for U.S. manufacturing. We
could see some of these headwinds lasting for a few months,
the first half of the year will be quite difficult,” said Thomas
Costerg, an economist at Standard Chartered Bank in New
York.
The weak factory data came ahead of the Federal Reserve’s
policy meeting on Tuesday and Wednesday, where economists expect officials at the U.S. central bank to drop the
phrase “patient” from their so-called forward guidance on interest rates.
Factory production slipped 0.2 percent last month after declining 0.3 percent in January, the Fed said on Monday.
The report joined dour retail sales, construction and housing starts data, which recently prompted economists to slash
their first-quarter GDP growth estimates to as low as a 1.2
percent annualized pace. The economy grew at a 2.2 percent
rate in the fourth quarter.
Economists had forecast manufacturing output edging up 0.1
percent last month.
In February, auto production fell 3 percent. There were also
declines in the output of machinery, primary metals, computer and electronic products, electrical equipment, appliances
and components, and apparel and leather goods.
The cooling in manufacturing, which accounts for about 12
percent of gross domestic product, likely persisted in March.
In a separate report, the New York Federal Reserve said its
Empire State general business conditions index dipped to 6.90
in March from 7.78 in February. The slowdown was driven by
a plunge in new and unfilled orders as well as a moderation
in shipments.

4

Weekly

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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