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I am pleased to once again welcome you to the Bank of Jamaica on this the release of our current Quarterly Monetary Policy Report (QMPR).  As usual, we have included in the report some of the economic issues that occupied our attention in the September quarter.  We have also shared our perspectives and concerns on the short-term trends and economic outlook for Jamaica.  The special features in this report deal with two current issues that are of importance to the Jamaican economy - the growth in new mortgage loans in the building societies over the period July 2001 t0 June 2002 and some of the pertinent issues regarding the establishment of the CARICOM Single Market and Economy (CSME) and their implication for the Jamaican economy.  I look forward to a lively discussion at the end of my presentation.  

Recent Economic Performance

There was mixed performance in the domestic economy in the September quarter. The rate of inflation for the quarter was 2.4 per cent, well within the projected range of 2.3 per cent to 2.9 per cent that we indicated in August when we last met. The net international reserves (NIR) was US$1 687.3 million at the end of September, meeting the target under the Staff Monitored Programme (SMP) in spite of the challenges that were faced during the quarter. In addition, the Bank’s estimates indicate that there was economic growth in the quarter, notwithstanding the adverse impact of poor weather conditions on the agriculture sector and sluggish recovery in the tourism industry.  

There were a number of external and domestic factors, which influenced the economic performance in the September quarter. Among the domestic factors were, adverse weather conditions, uncertainties regarding the General Elections and the perception of weak foreign exchange earnings. On the international horizon, continued uncertainty regarding the pace of recovery of the world economy, in particularly, weaker than forecasted economic growth in our main trading partner, the USA, and the threat of there being war between Iraq and Western nations served to dampen the prospects for the mining and tourism sectors. 

In the context of these developments, the fiscal deficit was larger than programmed. Financing for the deficit came mainly from borrowing on the domestic market and a draw-down in Government’s balances in the Central Bank. Consequently, the Bank’s net domestic assets (NDA) were more expansionary than programmed. The ensuing build-up of domestic balances in the system fuelled the demand for foreign exchange, thus leading to sharp movements in the exchange rate.  In spite of the Bank selling funds to the market to augment supplies, the rate continued to move at an accelerated pace. Consequently, on 9 September, the Bank increased rates on two of its shorter-term tenors, which induced a shift to domestic assets.  This action is temporary, as the Bank remains committed to the gradual lowering of interest rates. As I mentioned earlier, in spite of the threats to price stability the inflation rate for the September quarter was 2.4 per cent, relative to our forecast in the range of 2.3 per cent to 2.9 per cent. On a monthly basis, the Consumer Price Index (CPI) increased by 1.5 per cent in July and by 0 .4 per cent in August and September.  The out-turn for the quarter brings the inflation rate to 4.1 per cent for the first half of the fiscal year, 1.7 percentage points below the rate for the corresponding period of F/Y 2001/02. For the calendar year to end September the inflation rate was 4.6 per cent, relative to 7.2 per cent for the same period of 2001.  

A decomposition of headline inflation for the quarter indicates that, approximately 67.0 per cent of the out-turn was due to non-monetary factors, in particular, seasonal increases in the prices of agricultural products.  These increases were reflected in the strongly weighted Food and Drink group, which accounted for 51.0 per cent of the outturn in the quarter. The other major contributor to inflation in the review period was the increase in school-related expenses associated with the start of the new school year. Core inflation was estimated to have fallen to 0.76 per cent from 0.86 per cent that was estimated for the June quarter.  

The instability in the foreign exchange market that characterized the June quarter, continued into the September quarter. The weighted average selling rate depreciated by 1.5 per cent, compared with 1.9 per cent in the June quarter. Most of this depreciation took place in August and September, in the context of heightened uncertainty surrounding the General Elections, higher than programmed Jamaica Dollar liquidity and the seasonal demand by end-users to meet payments for imports. 

 In response to the pressures in the market the Bank initially sold foreign exchange to augment the available supplies. Despite this, there was the continuation of sharp movements in the exchange rate, particularly towards the end of the quarter.  The Bank therefore adopted a two-pronged approach, selling foreign exchange as well as increasing interest rates. The rates on the 90-day and 120-day tenors of the Bank’s open market instruments were raised to 17.25 per cent and 17.05 per cent, respectively, on 9 September. Subsequently, we again increased rates on the same instruments on 9 October to 19.25 percent and 19.4 per cent, respectively, but on the 28 October reduced these rates by 100 basis points. The market-determined interest rates on Government instruments also shifted upwards during the period.  However, in the auctions held on Wednesday of last week, there were reductions in the rates on these instruments as well.

Consistent with the Bank’s active presence in the foreign exchange market, to maintain orderly adjustments in the exchange rate, the net international reserves (NIR) declined by US$95.0 million in the quarter. Despite this decline the target under the SMP was met, with the NIR at the end of September 2002 amounting to US$1 687.3 million.  Gross reserves amounted to US$1 738.6 million, representing 19.4 weeks of imports of goods and services, compared with the international benchmark of 12 weeks. 

In spite of the adverse developments in the quarter, the economy is estimated to have recorded growth, engendered by the reductions in interest rates earlier in the year and manifested in an increase in commercial bank credit to the private sector.  Growth was estimated in both the goods producing and the services sectors. For the goods sector, there was estimated expansion in manufacturing and construction, while agriculture and mining were estimated to have declined. The estimated growth in the services sector resulted from continued expansion in basic services. Within the basic services sectors, communications, electricity, water and transport were the major drivers.   The estimate of growth in these sectors is reinforced by the recorded expansion of commercial bank loans by 4.1 per cent and 27.1 per cent to transport, storage & communication and electricity, respectively, over the quarter.

The improvement in real sector activities was reflected in the performance of the stock exchange, which has continued to record strong growth, with many companies registering growth in profitability. The buoyancy in the market at the beginning of the quarter was however, moderated in September consequent on the Central Bank increasing interest rates on two tenors of its open market instruments.

Short-term Prospects

The Bank in reviewing the developments of the September quarter is of the view that the performance of the economy in the near-term will depend critically on there being relative stability in the foreign exchange market 
and the continuation of relatively low inflation expectations.  In addition, the containment of public sector demand will be important in contributing to a stable macroeconomic environment. The latter, to a large extent will be dependent on the pace of recovery in the real sector, which in turn will be influenced by developments in the world economy.  

The real sector is expected to register a more robust rate of expansion during the remainder of the calendar and fiscal years in spite of the many challenges the economy has faced to date.  In particular, the recovery in the December 2002 quarter is expected in the context of very weak performance in the December 2001 quarter. We can all recall the fall-out occasioned by the catastrophe of 11 September 2001 and the flood rains in the eastern parishes in October to November of the same year. 

On a sectoral level, growth in the quarter will be influenced mainly by the performance of the mining, construction, basic services and miscellaneous sectors. We however note that the recovery in mining and tourism is still being hampered by the continued sluggish recovery in the World economy, as fears of terrorist attacks still abound, the distrust of large corporations caused by the series of corporate malfeasance continues and the implications of war with Iraq looms.  The overall growth will also be constrained by the performance of the agricultural sector, which has suffered severe dislocation from the effects of poor weather conditions. 

The Bank expects that, as there is a gradual return to normality in the agriculture sector and in the context of the present monetary conditions the inflation rate for the December quarter will be in the range of 1.5 per cent to 2.1 per cent.  Accordingly, we are forecasting that the inflation out-turn for both the calendar and fiscal years will remain within the revised target range of 6.0 per cent to 7.0 per cent.

In the context of the challenges that may emerge from the high levels of liquidity in the system, the seasonal demand for currency and the possibility of renewed pressure on the foreign exchange market before the Christmas season, the Bank will maintain a tight monetary stance.  The Central Bank will be reducing 
interest rates gradually, as the conditions in the market allow. 

Ladies and Gentlemen: on all the occasions that we have met I have reiterated the point that the Bank’s mandate is price and financial system stability. I have also said that the Bank will not allow the precipitous movements in the exchange rate. Such movements, only serves to undermine the economic strides we have made and lead to instability in a very fragile economy. In this regard, I will repeat, the Bank remains committed to the goal of fostering a stable economic environment that is conducive to sustainable growth.  We cannot afford to lose the gains in macroeconomic stability that we have secured in recent years, and might I add, at tremendous costs to the people of Jamaica. Accordingly, the Bank will continue to employ whatever measures we deem appropriate to avoid a return to rapid exchange rate depreciation and the resulting high inflation environment.  

As I said earlier the tight monetary stance will be relaxed as more buoyant foreign exchange flows and further improvements in economic activity are realized.  Over the medium term however, macroeconomic stability, which would facilitate a sustained reduction in interest rates, can only be secured through the containment of excess demand.

Ladies and gentlemen it is important that all economic agents that is, workers, consumers, business people and managers share in the vision of macroeconomic stability that engenders growth and development.  We must all work together to preserve the sound macroeconomic framework that we have achieved.  A low inflation policy provides economic agents with basis for making well-informed, long-term decisions. The Bank of Jamaica has continued to play its part in fostering a climate for low, stable inflation. In doing this we have sought to be transparent and have kept you our customers informed, through publications, seminars, speeches and our website.

Indeed, the Bank recently revamped its web site in order to improve the content and presentation of information about its operations and the state of  the economy and financial markets.  The site features the latest information on high frequency data such as exchange rates for all currencies, interest rates and inflation as well as an electronic database of all the economic data collected and published by the Bank.  Of note, the data is presented in ways that can be customized by the user.  All of the Bank’s publications, financial statements and organizational information are available on the site www: boj.org.jm.
During October when it was released to the public as an introductory phase, the response was overwhelming.  There were over 200,000 hits with most users querying the latest news releases, inflation and NIR information.  We have also been heartened by the number of visitors to the site who explored our publications.  We have been even more encouraged by the number of people from all over the world who have taken the time to write in to congratulate us on the quantity, quality, format and user friendly nature of the economic data that is being provided.  
  I therefore invite you to visit our new website and we look forward to your comments.

Thank you. 
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