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Good Morning Ladies and Gentlemen, and welcome to our first briefing for 2005.  

Inflation

At our last press briefing in November 2004, we were still digesting the after-effects of a shock to the economy in the form of Hurricane Ivan.

The shock to the inflation path created by the hurricane manifested itself in October and November, and while the impact of those two months was enough to distort the inflation path for the entire year, it was still encouraging that the inflation trend recovered as early as December. 

With the “Ivan effect” now largely behind us, I am pleased to announce today, that the Bank expects the normalization of inflation realized in December to continue, and indeed accelerate. Consequently, we expect inflation to fall sharply in the March Quarter.

Inflation for the quarter is expected to be within the range of minus 0.8 per cent to 0.2 per cent, relative to the 6.4 per cent in the December 2004 quarter. 

Inflation for the first six months of the fiscal year was 4.9 per cent, in spite of the impact of higher international oil prices, and the jump to 6.4 per cent in the December quarter alone largely reflected price increases caused by the disruption in domestic agricultural supplies created by Hurricane Ivan. 

The hurricane also contributed to core inflation for the December quarter being 1.7 per cent; less than the 2.0 per cent recorded for the December 2003 quarter, but higher than the average of 1.0 per cent expected in the monetary programme. This temporary increase, relative to programme, was due to increased consumer expenditure in the quarter, largely associated with the rehabilitation efforts in the aftermath of the hurricane. 

Core inflation is expected to normalize to approximately 1.0 per cent in the March quarter, given the prevailing favourable monetary conditions.

The improved inflation outlook for the March quarter is largely predicated on the post-hurricane recovery of some domestic food supplies, which should lead to lower prices for these commodities. Based on recent trends, the Bank is also expecting reductions in the prices of some international commodities. The continued stability in the foreign exchange market should also serve to mitigate the impact of imported inflation.

However, there will be some inflationary impulses from the recently announced increases in the minimum wage and hospital fees. Other price impulses could also emanate from the expected increases in motor and health insurance premiums, rents and other fees. There is also a risk to February’s inflation emanating from expected increases in the price of bread and other baked products.  

Given the expectations for the March quarter, headline inflation is expected to be in the range of 10 .8 per cent to 11.8 per cent for the fiscal year. 

Exchange Rate

The weighted average selling rate of the domestic currency appreciated by 0.4 per cent in the December 2004 quarter relative to the previous quarter, reflecting the stability that has been in evidence since late 2003. 

This is the first quarter since June 1998 that the domestic currency has appreciated. 

For 2004, the weighted average exchange rate depreciated by 1.6 per cent, significantly less than the 15.9 per cent recorded in 2003. This was the smallest rate of depreciation in any year since the 1.5 per cent recorded in 1998.

The continued stability in the foreign exchange market in the review quarter was influenced by increased investor confidence, associated with the expectations of continued improvements in the domestic economy.  This came against the background of the positive reviews regarding the country’s macroeconomic performance by international research and rating agencies, in spite of the adverse impact of the Hurricane. The Government’s successful raising of 150.0 million Euros on the international capital market in the quarter, as well as strong medium-term growth prospects for foreign direct investments, also boosted investor confidence.

For the March quarter, the seasonal increase in foreign exchange inflows from the tourism sector, as well as the significant levels of the net international reserves (NIR) should contribute to continued stability in the foreign exchange market. The NIR has remained at over US$1.8 billion since October 2004. 

Overall, the Bank is expecting that the foreign exchange market will remain fairly stable for the rest of the fiscal year. 

Monetary Policy

You will have noted our most recent reduction in the rates on our open market instruments earlier this week.

Of course, you will recall that interest rates were last reduced on December 28, and that the Bank reduced interest rates only once during the December quarter. 

You would also recognize that in light of the threat to inflation expectations caused by the hurricane and the volatility in oil prices during the quarter, the Bank maintained a very conservative monetary policy stance in order to preserve the relative stability in the financial markets. 

The Bank notes that continued buoyancy in foreign exchange inflows as well as Government’s commitment to restraining expenditure and meeting its fiscal targets have together had a positive impact on the financial markets. 

However, going forward, the implications of continued increases in US interest rates as well as the uncertainty surrounding international oil prices are of concern, and will be monitored carefully. 

We will therefore continue to maintain a fairly conservative stance in the March quarter. In this context we will nevertheless seek to implement adjustments in the rates on our open market instruments as market conditions allow.

Growth

The Bank’s preliminary assessment indicates that the economy declined in the December 2004 quarter. This decline stemmed from the goods-producing sectors, as services were estimated to have grown in the review quarter. The severe damage caused to Agriculture by Hurricane Ivan was the major cause of the decline in the goods sector. Mining and Tourism were also adversely affected by the passage of the Hurricane. 

However, the economy is expected to rebound in the March 2005 quarter, as recovery from the damage caused by Hurricanes Charley and Ivan continues. 

Growth is expected in both the goods-producing and services sectors, particularly mining, manufacturing, construction, basic and miscellaneous services. The medium-term prospects for growth also remain positive given the projected strong increase in foreign direct investments as well as the indications of increasing investor confidence.  In addition, continued buoyancy in the world economy augurs well for Jamaica’s exports, particularly alumina and tourism services. 

Ladies and gentlemen, the Bank of Jamaica remains committed to the goal of low and stable inflation, a key component of a stable macroeconomic environment.  

We are pleased that the benefits of this commitment are starting to bear fruit as indicated by the expectations of increased levels of investment and the prospects for growth in the economy.  

Stability is no panacea and therefore not an end in itself. However, stability still remains the foundation upon which economic progress has to be built. 

Thank you.
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