COST OF BORROWING GOES UP

BACKGROUND
On Friday July 31st, Trinidad’s Monetary Policy Committee (MPC) announced that they would be
raising the repo rate by 25 basis points to 4.25%. This is the 6th consecutive raise of the ‘Repo’ rate,
the rate that the Central Bank lends to the commercial banks. The decision to increase the rate
was based on 3 main points:
1.

2.

3.

Guidance from the US Federal Open Market Committee (FOMC) indicated that normalization
of their monetary policy is set to begin this year. This means that they will raise their interest rates
which have been hovering at record lows. For the MPC, a US rate hike would further narrow the
spread between the yields of Trinidadian investments and comparable US investments; which
could potentially lead to capital outflows from Trinidad.
The increased potential of inflationary pressures on the local economy. The MPC in their June
rate hike identified their concerns about inflationary pressures on the economy and remain
vigilant. According to the Central Bank of Trinidad and Tobago, food inflation has increased;
primarily driven by the rising cost of inputs as well as falls in supply. Food inflation may be further
impacted by the rainy season. Consumer spending is forecasted to increase in the second half
of the year which will produce core inflationary pressure on the economy.
Slower than expected growth in the non-energy sector in the first half of the year. The MPC
believe that despite this being the sixth consecutive rate hike, rates remain below average
levels and policy will be supportive of economic growth. As such, the MPC forecasts improved
performance for this sector in the second half of the year.

OPINION OF THE ANALYST
US economic indicators continue to look relatively strong to us; GDP during the March quarter rose
at a rate of 0.6% (2.3% annualized) and was driven primarily by consumer spending. However,
inflation remains below target and business investments and exports remain soft; an overall positive
albeit slightly mixed bag of economic indicators. We believe that the FOMC will increase the Fed
Funds Rate before the end of the year. We however believe that the increases will be in small
increments in the short to medium term.
We believe that the MPC is likely to raise the ‘Repo’ rate again before the end of the year, based
on the likelihood of a Fed Funds Rate increase. We will continue to monitor and assess changes in
economic indicators.
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