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OVERVIEW

Economic growth in Montserrat for 2018 is
estimated at 1.6%, representing a reversal fof
the contraction of 2.8% in 2017. The outturn
was led by a significant turnaround in
construction activity, supported by expansions
in the real estate and the transport and
storage subsectors. Fiscal balances improved
and public debt as a percentage of gross
domestic product (GDP) remained negligible.
Commercial bank credit to the private sector
grew; and the spread between lending and
deposit rates widened. The external current
account remained in deficit.

The economic outlook for 2019 is positive.
Output growth is projected to accelerate
slightly, reaching 2.0% in 2019, and fiscal
conditions should remain on par with the
2018 outturn. However, the balance of risks
to the outlook is slightly negative.

KEY DEVELOPMENTS IN 2018

Preliminary data from the Eastern Caribbean
Central Bank (ECCB) show that GDP
expanded by 1.6% in 2018 (see Chart 1). The
expansion was supported by a 5.0% growth
in construction activity, following a decline of
33.0% in 2017. Output in the transport and
storage sub-sector rose by 7.5% on account
of the improved reliability of the ferry service
and  increased  construction  activity.
Additionally, real estate activity grew by 1.5%.
However, a 1.0% fall in public administration,
the country’s largest contributor to GDP,
acted as a drag on economic performance.

Chart 1: Real GDP Growth
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Quarterly data to September 2018, indicate
that Montserrat experienced price deflation.
Based on the Consumer Prices Index (period
average), prices declined by an average of
0.2% on account of price drops in all major
sub-indices relative to 2017. As ot
September, prices for housing, utilities, gas
and fuels; transport; and food and
non-alcoholic beverages had fallen by 2.1%;
1.1%, and 0.7%, respectively.

Preliminary estimates of Central
Government’s operations through to the third
quarter of 2018 show a healthier fiscal
position. Provisional ECCB data indicate that
the overall deficit narrowed to approximately
3.8% of GDP as at September 2018, from a
6.9% of GDP in 2017. With interest payments
being marginal, the primary deficit moved in
tandem with the overall balance (see Chart
2).



Chart 2: Fiscal and Debt Performance
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The United Kingdom Government funds over
62% of Montserrat’'s budget via official grant
transfers. A 2.3% year-on-year increase in
total grants to $61.6 million (mn) mainly
explains the improved fiscal balances. The
outturn was also supported by a 9.5% growth
in current revenue to $38.3 mn. As such, total
revenue and grants stood at $99.9 mn, 4.9%
higher than the comparable period of 2017.
Meanwhile, total expenditure grew by 1.2%
over the same period to $104.7 mn. All
spending  categories,  except inferest
payments, posted increases but outlays on
goods and services, which grew by 12.6%
year-on-year as at September 2018,
recorded the largest increase.

Public sector debt fell slightly. Data from
ECCB as at June 2018, indicate that the stock
of public sector external debt stood at
$10.3 mn (6.1% of annualised GDP) at the
end of June 2018, compared with a balance
of $10.5 mn (6.5% of GDP) at the end of
December 2017. The slight reduction in debt
outstanding is related to the amortisation of
existing debt.

Outcomes in the financial sector were largely
positive. Provisional data as at
September 2018, indicate that commercial
banks’ lending to the private sector increased
by 2.4% relative to end-December 2017
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outturn. Borrowing was done mainly by
households to finance investments in
property. Meanwhile, the ratio of gross non-
performing loans to total loans fell to 5.2%
from 5.7% at the end of 2017. The liquidity
position as measured by the ratio of liquid
assets to total assets was 73.6%. The prime
lending rate remained unchanged at 8.0%
through the first three quarters of 2018.
Meanwhile, compared with the end 2017
rates, the spread between the weighted
average lending and deposit rates widened
by 28 basis points to 6.0%.

Preliminary estimates for the external sector
suggest that the external current account
deficit continued to narrow since its recent
spike in 2016. The deficit narrowed to 8.6%
of GDP, compared with 9.4% of GDP at end
2017. Available data from ECCB as at
September 2018 put estimates for imputed
international reserves at $135.1 mn,
representing roughly 1.3 months of import
cover, well below the standard 3-month

threshold.

Chart 4: Gross Foreign Reserves
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OUTLOOK

Growth prospects are good, albeit with slight
downside risk. The economy is projected to
grow by 2.0% in 2019, due largely to public
sector construction activity. Consequently,
growth in ancillary economic activity should
trend higher, further supporting growth
outcomes. Fiscal conditions are expected to
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remain stable . Higher levels of expenditure, Uncertainty surrounding BREXIT and the
mainly capital spending, will be funded vulnerability to adverse weather conditions
primarily through additional grant receipts. present downside risks.
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DATA

The table below summarises the key economic (and social) indicators underpinning this Country
Brief. These data are taken from a number of sources, and are the latest available at time of
publication. Some are subject to revision.

Selected Indicators

2014 2015 2016 2017° 2018°
Real GDP Growth (%) 2.2 -1.9 0.5 -2.8 1.6
Average Inflation (%) -0.3 -1.0 -0.5 1.3 0.2
Unemployment (%) n.a. n.a n.a n.a n.a
Primary Balance (% of GDP) -6.2 18.8 -0.4 1.2 -3.8
Public Sector Debt (% of GDP) 3.7 55 5.9 6.5 6.1

Sources: ECCB, CDB.

e: estimate; n.a.: not available.



