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Thank you for again joining us at the Bank of Jamaica on the occasion of the release of the Quarterly Monetary Policy Report (QMPR).  In the report, we have set out the developments and policy challenges that confronted us in the June 2002 quarter, as well as some perspectives on the short-term economic outlook.  

 

As usual, the report includes some special features, such as the proposed Automated Clearing House that is soon to be put in operation by the Central Bank and the commercial banks, an exploration of some of the issues relating to capital flows and their implications for the balance sheets of central banks, and a comparative assessment of remittance flows in the Latin American and Caribbean region. I will now summarize some of the developments during the quarter. 

 

Recent Economic Performance

The inflation rate for the June quarter was 1.7 per cent.  This exceeded our forecast of 1.4 per cent, but compared favourably with the 2.9 per cent recorded for the June 2001 quarter.  On a monthly basis, the Consumer Price Index (CPI) increased by 0.5 per cent, 0.3 per cent and 0.9 per cent for April, May and June, respectively.  In spite of the higher than projected level of inflation in the review quarter, the resulting rate of 2.2 per cent for the first six months of the calendar year, with the exception of 1999, was the lowest for all comparable quarters since 1988. 

 

The outturn for the quarter was influenced largely by higher than anticipated increases in international oil prices and in June, more pronounced price movements for some agricultural products caused by the disruption to supplies by extensive flood rains. There was also marginal pass-through of the movement in exchange rate to prices in the quarter. 

 

The instability in the foreign exchange market, which emerged in May and continued to mid – June, was the major challenge that confronted the Central Bank in the June quarter.  This instability was associated largely with the expectations surrounding the placement of a US$300.0 million euro-bond on the international market by the Government.  While the bond placement did not materialize until late June, investors wishing to participate in the offer started sourcing foreign exchange from early May. This increased demand was exacerbated by estimated growth in end-user demand to undertake payments for merchandise imports.  The pressure in the foreign exchange market only abated after it was confirmed in June that the bond issue would attract withholding tax. This reduced the attractiveness of the bond to local investors. As a consequence of the demand pressures in the quarter, the exchange rate depreciated by 1.9 per cent, relative to 0.4 per cent in the March quarter.  

 

The proceeds from the euro-bond issue were received in late June, but there was the payout of US$200.0 million related to a maturing euro-bond. In addition, the Bank sold foreign exchange to the market to augment the available supply. Consequently, at the end of June the net international reserves (NIR) of the Bank was US$1782.3 million declining by US$159.4 million relative to the position at the end of March.  Gross reserves at the end of the review quarter were US$1837.5 million representing 21 weeks of estimated goods and service imports - still much higher than the international benchmark of 12 weeks.

 

As has been reflected in your own coverage, the ten days of continuous rain from May to early June caused major destruction in the island, with some parishes being declared as disaster areas. This has contributed largely to our estimates for output growth in the quarter being lower than we had projected in the previous report, with the goods producing sector experiencing a decline.  In particular, the agricultural sector, which suffered the greatest damage, is estimated to have declined in the quarter.  Information suggests that there was a decline in production in both the domestic and export agriculture sub- sectors. Domestic crops, particularly cash crops, and livestock were assessed to have suffered the most severe damages.   

 

Production in the mining sector is also estimated to have contracted in the June quarter. Damage to the railways caused by the rains, hampered the movement of raw materials, as well as shipments of crude bauxite and alumina.  The out-turn for the manufacturing sector was lower than we projected earlier in the year owing to a contraction in the agro-processing industry, consequent on the disruption to supplies in May.  The performance of the construction sector was also constrained by the adverse weather conditions during the review period.  While our estimates indicate that the services sector grew in the review quarter, the rate of growth was retarded by continued decline in the tourism sector.

 

The Central Bank is of the view that the factors that accounted for the relatively slow growth in the review quarter are temporary. We therefore expect a more robust rate of expansion during the remainder of the year. This assessment is based partly on the renewed growth in private sector credit from the commercial banks during the June quarter.  There was an increase of 9.6 per cent in private sector credit, which surpassed the targeted growth of 5.1 per cent for the quarter. This indicates a strong potential for the expansion in real sector activities in subsequent quarters. The increase in loans to the private sector was reflected in both domestic and foreign currency loans, but more-so in foreign currency denominated lending.  While most sectors benefited from the overall expansion in credit, the Electricity and Transport, Storage & Communications were the dominant recipients.

 

The growth in credit can be attributed to the abatement of inflation expectations, which has facilitated a general lowering of interest rates.  In particular, there was a reduction of 111 basis points in the overall weighted average lending rate of commercial banks during the quarter.  Similarly, the average yields on Government’s six-month Treasury bills declined by 49.0 basis points. In the context of the relatively unsettled state of the foreign exchange market the Bank of Jamaica did not adjust the rates on its open market instruments during the quarter. 

 

Short-term Prospects

 

As I stated previously, the Bank of Jamaica is forecasting stronger growth in the September and subsequent quarters, than was estimated for the June quarter. This growth is predicated on the maintenance of relative stability in the foreign exchange market, the continued lowering of inflation expectations and sustained reduction in interest rates.   

 

With the exception of agriculture, all sectors are expected to experience growth in the present quarter.  The growth forecasted for the mining sector is based on the planned expansion in the industry. However, we expect that the rate of expansion will be constrained by the recent fire at the ALPART plant.  For manufacturing, the expansion is expected to emanate from the agro-processing and beverages industries. The construction sector is expected to benefit from the rehabilitation to infrastructure and housing following the flood rains, as well as the continuation of road construction. We expect the growth in the services sector to be dominated by expansion in basic services, particularly, electricity, water and communication consistent with the increase in credit to these sectors.  The tourism sub- sector should register marginal growth, based on the number of visitors reported to have come for the World Junior Games.  

 

With regard to the agriculture sector we expect some decline in this quarter, as recovery from the aftermath of the flood rains is not expected before the December quarter.

 

Consequent on the fall-out in agriculture supplies, the projection for inflation for the September quarter is in the range of 2.3 per cent to 2.9 per cent.  This forecast takes into account the seasonal strengthening of prices in the September quarter relative to the June quarter. In addition, we expect some second round effects from the recent increase in electricity rates. The prospect for oil prices is still uncertain so we have continued to closely monitor the market and adjust our forecast accordingly. The above factors were the major considerations in revising our inflation forecast for the fiscal year to a range of 6.0 per cent to 7.0 per cent, from the earlier 5.0 per cent to 6.0 per cent.

 

Consistent with the need to contain underlying inflation in the face of the shocks to agriculture, the Bank of Jamaica will continue to contain the growth in the monetary aggregates in line with the programmed targets. In this context, the monetary base is projected to grow by 0.5 per cent for the September quarter. The Bank remains committed to the goal of fostering a stable economic environment that is conducive to sustainable growth.  Accordingly, we will continue the gradual reduction of our interest rates, as we deem appropriate. You would have noticed that on July 11 we reduced the entire spectrum of rates on our open market instruments. The 30-day signal rate is now at 12.95 per cent down from 13.25 per cent at the end of June, while the rate on 365-day instrument, our longest-term tenor is 14.9 per cent, a reduction of 10 basis points.  

 

In the global arena, there is still some uncertainty regarding the prospects for growth in the world economy this year.  However, the consensus is that the United States (USA) economy is now out of recession and growth in the range of 3.0 per cent – 3.5 per cent is being projected for the year.  The Canadian economy has been growing at a more robust rate than was expected, and the European economies are, on average, recording some growth. The growth outlook for the Japanese economy is still tenuous. The international financial markets continue to be fragile, as the number of reports of corporate delinquency that have been revealed in recent months in the USA have made investors more cautious. These developments are likely to have an adverse impact on the flow of capital to emerging market economies such as ours, and indeed, affected the price of Jamaica’s latest euro-bond. The situation in Argentina, Brazil and Venezuela has also increased the scepticism of investors with regard to the perception of risk in the bond market.

 

Ladies and gentlemen it is incumbent on us to be supportive of macroeconomic policies that engender stability and growth. The Central Bank has been working hard to bring our policy framework in line with best practices worldwide. We therefore encourage all stakeholders in the economy to commit individually and collectively to the overall objective of economic stability and the achievement of sustainable growth.

 

Thank you. 

 

 

 

 

 

 

 

 

