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Sovereign Risk Report

Jamaican Austerity Lowers Sovereign
Risk But Hurts the Economy
Market-based measures of sovereign risk in Jamaica have fallen steadily over the past several
years as the government implements a steady stream of austerity and reform measures
to keep its payments to the IMF and other creditors on track. In recent weeks, Jamaica’s
risk gauges have shown the sharpest improvement in our database of 84 sovereigns. In the
fortnight to May 8th, the one-year Sovereign EDF™ (Expected Default Frequency) 1  fell to
0.62%, a decline of 36 basis points or 37% in relative terms. The five-year Sovereign EDF
showed a similar decline, dropping from 1.46% to 1.03% over the same period. The rating
implied by both the one-and five-year Sovereign EDF now sits at B3. This is an improvement
on recent months (the one-year implied rating was Caa2 in mid-2014) but still comfortably
within speculative grade. The recent improvement in Jamaica’s sovereign risk profile has been
driven by both falling investor risk aversion and a decline in the five-year CDS spread, with
the spread narrowing from 709bps to 588bps over the past fortnight.

FIGURE 1. JAMAICA’S ONE-AND FIVE-YEAR SOVEREIGN EDF

Signals from government bond markets mirror this trend of declining sovereign risk. Yields on
Jamaican government bonds have fallen across the curve, driven by lower risk of default and
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several cuts in official interest rates, which also makes it a little easier for the government to service its debt. The yield on benchmark
ten-year government bonds has fallen to 6.59%. In April, the government issued US$3.5 million worth of 182 day treasury bills at a
yield of 6.79%.

FIGURE 2. JAMAICA’S TEN-YEAR GOVERNMENT BOND YIELD

The improvement in Jamaica’s sovereign risk profile comes as the government has been vigilant in meeting the reforms and austerity
measures required by its creditors. Since 2010, when government debt was over 140% of GDP, the Jamaican government has received
a series of bailouts from the IMF and the Inter-American Development Bank, to help rein in the country’s unsustainable debt burden.
The conditions around these bailout funds have been strict. The Jamaican government is required to hit a primary budget surplus of
7.5% of GDP in 2015, while the overall budget will be close to balanced and heading into steady surplus from 2016 onwards.

However, these reforms and austerity have come at the expense of the Jamaican economy. The government’s budget has been
balanced largely through spending cuts. According to the IMF’s projections, which include the continued implementation of its
austerity and reform program, the economy is expected to grow just 1.7% in 2015. Government revenue has stagnated despite
increases in taxes on income, consumption, fuel and electricity, and education. In real terms, the economy is no bigger today than it
was in 2006. The unemployment rate now sits above 15%, compared to a peak of 12% through the Great Recession and, by the IMF’s
own projections, it is not expected to fall below 15% between now and 2020.

Jamaica’s equity market, meanwhile, has benefitted from the improved economic stability, with stock prices rising sharply in recent
months. Stock prices have risen 28% since the start of the year, though they remain 22% below their peak from 2005. Lower inflation,
linked to both a more stable fiscal environment and the sharp fall in global oil prices, allowed the Jamaican central bank to cut interest
rates to 5.5% in April, adding further momentum to the equity market’s recent gains.
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FIGURE 3. JAMAICA’S STOCK MARKET
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Endnotes
1 Sovereign EDF™ (Expected Default Frequency) credit measures are forward-looking probabilities of default extracted from credit default swap spreads.

Spot CDS spreads are adjusted for loss-given default and the market price of risk to arrive at estimates of actual future default risk.
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