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Understanding the Debt-to-GDP Ratio

A country’s debt to Gross Domestic Product (GDP) ratio is a very useful tool for its stakeholders including investors, its leaders and economists. However,
this ratio is often very confusing at first for persons unfamiliar with the metric. Expressed as a percentage, the debt-to-GDP is the ratio of a country's debt
to its GDP or simply, the country’s public debt to its annual economic output. This ratio allows economists and other stakeholders to make a quick assess-
ment of a country's financial position and its capacity to repay its debt. Intuitively, a high debt-to-GDP is undesirable as a high ratio indicates that a country
may not generate enough to pay off its debt, while a low ratio means that payment demands are easily met with high economic activity.

Typically, the movements in either debt, GDP or both lead to an improvement (reduction) or worsening (increase) of a country’s debt to GDP ratio. As-
suming GDP remains constant, when a country increases its borrowing, the numerator (debt) increases and as a result the ratio increases. Take Jamaica, for
example, its debt to GDP at the end of the fiscal year (FY) 2018/19 was 94.4% calculated with a debt of |$1.94 trillion divided by J$2.05 trillion in GDP.
Holding the GDP constant at J$2.05 trillion and assuming debt moves to J$2.12 trillion in the 2019/20 period, the country’s debt to GDP ratio at the end of
the period would have been 103.4%. However, what happens if GDP declines? If we make a similar assumption that debt is held constant at |$1.94 trillion
while GDP decreases to |$1.88 trillion, debt to GDP ratio at the end of the period increases to 103.2%. Noteworthy as well, if both debt and GDP increase,
in a given year, the size of the debt increase must be higher than that of the GDP for the ratio to increase. Similarly, if both debt and GDP were to fall, the
extent of the GDP fall would have to be greater than the decline in debt for the ratio to increase.

An important point to keep in mind is that there is a connection between a country's debt accumulation and its economic growth. Countries may increase
their debt burden to generate economic activity and increase GDP. However, once the debt capacity limits are exceeded and economic activity slows, so
will the GDP growth of the country as debt creates a drag on growth. As a high level of debt puts economic capital at a disadvantage, many countries are
transitioning to what they term as a sustainable debt path to minimize debt that has now become unsustainable or mitigate against such a situation.

Jamaica had taken a course of debt reduction and economic reform, driven by fiscal rules and supported by the two consecutive reform programmes by the
International Monetary Fund. Consequently, debt to GDP, which stood at over 133% in FY 2013/14 fell to 94.4% at the end of FY 2019/20 and in the gov-
ernment's fiscal policy paper published in February of this year, the debt to GDP was still on a sustainable path towards the goal of 60% by the end of for FY
2025/26. However, with the onset of the COVID-19 pandemic and with the number of cases worsening for Jamaica’s main trading partners, Jamaica’s GDP
is projected to see a contraction of up to 10% according to the Bank of Jamaica (BOJ). With the reduction in economic activity and loss of revenues, from
taxes for example, debt is likely to increase. As a result, Jamaica’s debt-to-GDP target of 60.0% was postponed by the government from FY 2025/26 to FY
2027/28 on this basis.
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Jamaica's debt to GDP ratio, which stood at 133.09% in FY 2013/14 declined to reach 94.4% at the end of FY 2018/19. Additionally, in February 2020 the
government had projected Jamaica’s debt to stand at J$1.97 trillion at the end of FY 2019/20. From this, debt to GDP ratio of 92.63% was estimated based
on the GDP outturn of J$2.13 trillion by the Statistical Institute of Jamaica. At the same time, and prior to the global pandemic, the government had also
projected that the ratio would have decreased to 87.17% in FY 2020/21 which was in line with the sustainable debt path. However, if we assume that Jamai-
ca’s GDP contracts by 8.5% (mid-point of BOJ’s last estimate) in FY 2020/21, even when holding debt constant, Jamaica’s debt-to-GDP is projected to be
101.92%.

If Jamaica is unable to “reopen its economy” to generate adequate business activity the government will likely need to borrow to provide social support to
the thousands currently out of employment as well as undertake further spending to boost its health care capacity. Considering this, we hypothetically ap-
plied a 5% increase in the debt level projected for FY 2020/21 in the fiscal paper, by the government in February 2020. When this adjustment is made along
with an 8.5% contraction in GDP, the debt-to-GDP ratio is projected to climb to 107.02% at the end of FY 2020/21.

Jamaica entered 2020 in a relatively strong position on the back of a well-crafted economic reform program, with fiscal buffers and organically grown Net
International Reserves of over US$3.0 billion. These have been used to good effect to cushion the effects of the pandemic including implementing health
care measures, which helped to slow the spread of the virus in the early stages. Notwithstanding, Jamaica’s economy has deteriorated significantly and to
prevent a further fallout from the pandemic, continued support will be needed to boost its health care capacity as well as provide for the vulnerable amid
the expected high unemployment.
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COMPANY NAME

September 28, 2020

JMMB Group Ltd
(JMMBGL)

BUY

Access Financial
Services Ltd (AFS)

SELL

Barita Investments
Ltd (BIL)

BUY

Wigton Windfarm
Ltd(WIG)
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LOCAL STOCK RECOMMENDATIONS

i PIB 231

RATIONALE

JMMBGL & one of jamaice’s largs st financial servicss corporations, sntering the mmarkst
in 1991 as the first Money Market Brokerags firm. The holding company, JMME Group
Limited was formed 2 & parent to howss the group of companics. To date. the |MMB
Group Lid hes sxtended its mach across the Caribbean including the D ominican
Republic and Trinidadand Tobago. The Group hes over 316,090 clients and continuss to
grow steadily. We believe that in addition to is com businesses, key strategic
partnerships such as the 11.1% stake in Segicor Financial Corporation allows |MMBGL to
achieve further diversification and increass d profitability.

AF5 has sxperienced fluctueting results over the last four years, which has trnshated
into kss than steady growth in net profis. D to the microfience industry’s
importance in mesting the needs of the “unbanked™, the industry has besn in the focus
of the govemnment in recent times and & sxpected to face new regulstions in the near
term Among others, the Microcr dit Act tabled in parfiament in W19, & sxpected to
ok the “Sxcessive intersst mtes” being charged by microkndsrs. Howsver, this and
other mgulations could lls by ks the industry kas attractive and may witimets by kad
to & slowing of funding flows to the vital MMEs. The current coronavirs pandsmic &
another major downside risk that is alrsady kading to 2 curtailment of sconomic activity
in Jamaica. As AFY loan portiofio & heavily skewsd towands personal loans, we project
that the company will struggls to grow its loan pordfolio over the short to medium tem
du to the sxpect ed decling in loan demand and that its provision for credit lasses will
incrass 2 its borrowers creditworthiness becomes impaired.

Undoubtedly, the COVID-19 pandemic has disrupted financial markets locally and
globally and & liksly to pe« significant challsngss for businesses going forward. So far,
howswer, Barita has msponded wsll to the pandemic from 2 sociel and opsrational
perspective. For the 9 months ended Juns 30, N2 the Company posted record net
prfits of §1.0B, an amount which has so far surpassed the net profits posted for the
entire FY W19, For the quarter snded juns 39, 1019, set on the backdrop of COVID-19

pendsmic, the company recorded its highes t quertsrty net profit sver.

To boost its growth prospects, the Company intends to uwse the funds being raked
through this APO to sxpand its mach locally and regionally, upgrads its [T
infrastructurs, add further fimncisl support to its inve stment banking busine s and fund
other new products. Thersdore, Barita provides inwestors with a growth opportunity
within the financial 5% rvices sector and 25 2 mesult, we valed the Company with this in
mind.

W believe that Wigton Windiarm provides an advantage for investors in thrs & main
ways. The first & diversification, 25 it & an altemative < nergy investment which bec omes
more crucizl in the midst of global warming. The second i 2n increass in medium to
long term value driven by profitability. The third is liquidity as the availability of shares
is wids and allows 2 tidy sntry into or sxit out of the invsstment. Wigton Windfarm has
paotenitizl compstition from MPC Caribbe an and Mew Fortress Energy but they together
form an scosystem which & nesded to movs the Caribbean xway from i mliance on
Fossil Fusks, the 2nd nost sxps nsive item on Jamaica’s import bill
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looksd to salary cuts in kesping smploysss. With the & xpected reduction in incoms it &
Ity that the support for the company’s “normal goods™ will be low.
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12 Months YTD Growth

JN Mutual Funds NAYV Price Growth Rate Rate (Estimated Yearly
Income)
Global Diversified Income 1$13.4767 -5.24% 7.70% 2.31%
Global Equity J$13.8168 -20.26% -23.58% 0.00%
Global Fixed Income J$12.5035 5.36% 4.34% 4.47%
Global Money Market (US$) US$10.5133 3.14% 2.43% 3.67%
Global Fixed Income (US$) US$10.4807 2.00% 1.40% 5.36%
Local Money Market ]$10.9194 3.41% 2.64% 4.12%
Global MFc:::Ly Market | Local M:::z Market Global Fixed Income Funds GIT::;r[:ieVELi:ed Global Equity Fund
Objective | To preserve capital whilst To preserve capital whilst To achieve an attractive total To provide long-term To provide long-term capital
providing US dollar (US$) providing Jamaican Dollar return through capital injection and ETNZE TS F-gel0%0 Ry [e1T- | growth and risk

money market returns (J$) money market returns income growth. This is offered exposure to a diversified diversification.
through two separate Funds: range of asset classes.

(i) A Jamaican dollar (J$) and
(ii) A US dollar (US$) fund.

Strategy To investin local and global BEEENVESAGNTEI LR EIM  To invest in regional, sovereign To invest in fixed income, To invest in the shares of
money market instruments [T S0 =T AT ST S debt securities, local and high dividend yielding stocks, [RIIlElLEIS kLT
for safety, liquidity and for safety and liquidity and international corporate bonds. REITs and structured products e Is=L IR0, TTd ¥eti Ty
yield. yield strong growth possibilities

and consistent income

With a suite of six investment portfolios, each with a distinct financial profile, JN Mutual Funds offers a premium opportunity for investors

to align their personal financial strategy with their goals, time horizons and risk profile.
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Kingston & St. Andrew Mandeville
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Peta-Gay Walker- 876-588-8886 pmiller@jngroup.com St. Catherine
Kimberly Savage — 876-307-946| ksavage@)jngroup.com Nickesha Mullings-Gilling - 876-891-4736 nmullings@jngroup.com
Tamara Honeyghan - 876-557-0082 tamarah@jngroup.com Montego Bay

Gayon Knight - 876-564-9563 gknight@jngroup.com Marissa Williams - 876-465-3726 mwilliams| @jngroup.com
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