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PREFACE

Bank of Jamaica’s Quarterly Monetary Policy Report reviews the
conduct of monetary policy and the main factors that influence
inflation. It also presents the Bank’s perspective on emerging
economic trends and the path of monetary policy over the short- to
medium-term.

The developments in the review quarter are set against policy targets
for the fiscal year which runs from April to March. In some instances
the data used in the preparation of the report are provisional and are
therefore subject to change.
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OVERVIEW

Recent Developments

The Bank of Jamaica (BOJ) maintained its signal rate, the rate on the 30-
day Certificate of Deposit (CD), at 5.75 per cent during the March 2014
quarter. In addition, the rate on the Bank’s overnight instrument remained
at 0.25 per cent while the local currency cash reserve and liquid asset
requirements were maintained at 12.0 per cent and 26.0 per cent,
respectively. This policy stance was influenced by a favourable inflation
outlook, weak domestic demand and a need to meet the net international
reserves (NIR) target.

For the review quarter, the Bank continued to augment its liquidity
management operations through issues of special open market operations
(OMO) securities as well as offering repurchase arrangements. These
operations were enhanced on 14 February 2014 with the offer of a Six-
Month Repurchase Operation (SMRO), which provided Jamaica Dollar
liquidity to deposit-taking institutions (DTIs) that made placements on
BOJ’s foreign currency CDs with a minimum tenor of two years. The
SMRO augmented the liquidity provided via the Bi-Monthly Repurchase
Operation (BMRO) and the Standing Liquidity Facility (SLF), which were
introduced in the December 2013 quarter as well as the regular overnight
repurchase agreements. Notably, the Bank also issued four US dollar CDs
of varying tenors during the quarter.

In this regard, the net effect of the Bank’s OMO for the review quarter was
an injection of $19.4 billion. In addition, the Bank injected liquidity
through the net purchase of foreign currency. The impact of these
liquidity injections was partially offset by absorptions from the
Government’s operations.

For the review quarter, the weighted average selling rate (WASR) of the
Jamaica Dollar vis-é-vis the US dollar depreciated by 2.9 per cent,
following depreciation of 2.6 per cent and 2.1 per cent for the December
and September 2013 quarters, respectively. The uptick in the pace of
depreciation for the review quarter occurred in the context of a
concentration of foreign currency supply in a few entities and elevated
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concerns about the country’s ability to meet the NIR target under the
Extended Fund Facility (EFF). In the context of the faster pace of
depreciation, net demand for current account transactions fell during the
quarter. The increased pace of depreciation coupled with a reduction in
inflation resulted in gains in external price competitiveness for the quarter
and the fiscal year.

Headline inflation for the March 2014 quarter fell to 1.7 per cent from 1.9
per cent for the December 2013 quarter. The outturn for the review
quarter primarily reflected the impact of the rise in international oil prices,
the lagged impact of the continued depreciation of the domestic currency
and to a lesser extent an upward adjustment in the National Minimum
Wage. However, weak domestic demand and some improvements in
domestic supply conditions moderated inflation for the quarter. Inflation
for FY2013/14 was 8.3 per cent, which was below the Bank’s target range
of 8.5 per cent to 10.5 per cent as well as the outturn of 9.1 per cent for the
previous fiscal year.

For the March 2014 quarter, real Gross Domestic Product (GDP) is
estimated to have recorded a third consecutive quarter of growth in the
range of 1.0 per cent to 2.0 per cent. The continued expansion in real
GDP occurred in a context of higher external demand, greater use of
productive capacity and favourable weather conditions. The main sectors
estimated to have driven this performance were Agriculture, Forestry &
Fishing, Mining & Quarrying, Construction and Hotels & Restaurants.

Broad Jamaica Dollar money supply (M3J) declined by 0.7 per cent for the
March 2014 quarter. This outturn was generally in line with the
performance for the corresponding quarter of the previous fiscal year but
represented a smaller reduction than the average decline of 1.2 per cent for
the last five March quarters. Notwithstanding the contraction for the
review quarter, M3J expanded by 4.7 per cent for FY2013/14 following an
increase of 2.0 per cent for the previous fiscal year.

The main source of contraction in M3J for the review quarter was a
decline in banking sector credit to the public sector. The impact of this
contractionary impulse was partly offset by liquidity injection from an
increase of US$255.8 million in the (NIR) to US$1 303.6 million. For



Bank of Jamaica Quarterly Monetary Policy Report, January to March 2014

FY2013/14, the monetary base expanded generally in line with the
programme target under the EFF and as such, both the targets for the NIR
and net domestic assets (NDA) are assessed to have been comfortably met.

Outlook

The Bank is projecting continued expansion in domestic output is the
range of 1.0 per cent to 2.0 per cent for FY2014/15, while inflation is
forecast to be in the range of 7.0 per cent to 9.0 per cent. This growth
outlook is predicated on the assumption that the global economy will
maintain its steady pace of recovery in response to an extended period of
expansionary monetary policy by central banks in a number of major
economies. The inflation outlook incorporates the impact of moderate
increases in international grains prices, some pass-through of exchange
rate depreciation to domestic food prices as well as the impact, though
negligible, of revenue measures.  Overall, Jamaica’s economic
performance should continue to reflect improvement consistent with
continued gains in external competitiveness.

For the June 2014 quarter, real GDP is projected to grow within the range
of 0.5 per cent to 1.5 per cent. This largely reflects projections for
recovery within Agriculture, Forestry & Fishing and Mining &

Quarrying.

Headline inflation for the June 2014 quarter is forecasted to be within the
range of 1.0 per cent to 2.0 per cent. The projection reflects increases in
the prices of processed foods, the impact of the announced revenue
measures and an increase in domestic energy costs reflecting the lagged
effect of moderately higher prices for crude oil. However, price increases
should be constrained by weak domestic demand as well as declines in
international grains prices for the quarter.

Against this background, the Bank’s monetary policy stance will remain
conservative, consistent with the inflation outlook. In addition, the Bank
will remain focused on managing Jamaica Dollar liquidity to meet the
monetary targets outlined under the EFF.
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1. International Developments

|§£ .II

Table 1.1

Selected GDP Growth Rates

(Quarter-over-Quarter percentage change at annual rates)

Sep-13 Dec-13 Mar-14
Advanced Economies
USA 4.1 26 0.1
Canada 2.7 29 1.6
Japan 0.9 0.7 44
UK 1.8 2.7 2.9
Euro area -0.3 0.5 1.0
Emerging Market Economies
China 7.8 7.7 74
Russia 1.3 2.0 0.9
Brazil 22 1.9 2.0

Sources: Bloomberg Consensus Forecasts and BOJ estimate.

The pace of global economic growth is estimated to have
decelerated during the March 2014 quarter.

Growth in the USA is estimated to have moderated.

The pace of global economic growth is estimated to have
decelerated in the March 2014 quarter relative to the previous
quarter. This marginal slowdown reflected a moderation in
real output for the USA, the impact of which was partly offset
by an acceleration in economic growth for Japan, the UK and
the Euro area.

Jamaica’s major trading partners recorded mixed inflation
outturns for the review quarter. There was an acceleration in
inflation in the USA and Canada, reflecting the impact of
higher food prices, particularly grains. In contrast, there was
a deceleration in inflation in China and the UK, principally
due to lower domestic food and transportation costs, despite a
rise in international oil prices.

Average interest rates on US Treasuries were unchanged
relative to the previous quarter in the context of unfavourable
macroeconomic developments in the USA as well as the
commencement of tapering of the Federal Reserve’s bond
purchase programme (QE3). Whereas interest rates on
emerging market bonds rose, rates on the Government of
Jamaica global bonds (GOJGBs) fell during the quarter. The
decline in yields on GOJGBs was influenced by a successful
third review by the International Monetary Fund (IMF) and an
upgrade in Jamaica’s sovereign credit rating by Fitch Ratings
Inc and Moody’s Investor Services.

Global Economic Growth

Growth in global economic output is estimated to have
decelerated in the March 2014 quarter driven primarily by
lower expansion in the USA. Within the advanced economies,
there was a deceleration in the pace of expansion real output
for the USA and Canada while growth in the Japan, the UK
and the Euro area is estimated to have accelerated (see Table
11).

Real output for the USA is estimated to have grown by 0.1 per
cent in the March 2014 quarter, based on a preliminary

International Developments 1




The Euro area economy is estimated to have expanded at a
faster rate relative to the previous quarter.

Average Unemployment Rate for Selected Economies

(Per cent)
Euro
USA Canada

area
Jun-13 7.5 7.1 12.0
Sep-13 72 7.1 12.0
Dec-13 7.0 7.0 11.9
Mar-14 6.7 7.0 11.9

Source: Official statistics offices
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estimate by the US Bureau of Economic Analysis, in
comparison to growth of 2.6 per cent in the previous quarter.

The moderation in growth was largely attributable to the
severe winter which had a negative impact on most sectors
including the housing and labour markets. In this regard,
residential investment was estimated to have declined during
the quarter. The adverse weather conditions also tempered the
pace of growth in output in Canada as a result of disruptions to
sales and hiring.

Japan’s economy is estimated to have expanded by 4.4 per cent
relative to growth of 0.7 per cent in the previous quarter. This
acceleration largely reflected increased consumption
expenditure resulting from the positive effects of the bond
purchase programme by the Bank of Japan.

For China, real output is estimated to have decelerated by 0.3
percentage point (pp) to 7.4 per cent, relative to the December
2013 quarter. This performance mainly reflected slower
growth in the real estate sector and a moderation in investment.

Regarding the Euro area, real output is estimated to have
accelerated to 1.0 per cent, mainly driven by a stronger
external sector. The continuation of expansionary monetary
policy measures by the European Central Bank (ECB) also led
to an improvement in demand conditions in the region

Unemployment

The average unemployment rate for the USA declined by 0.3
pp (see Table 1.2). In contrast, the average unemployment
rates for Canada and the Euro area were unchanged from the
previous quarter. The reduction in the unemployment rate for
the USA primarily reflected a decline in the number of
unemployed persons relative to the labour force. For the Euro
area, the unchanged unemployment rate principally reflected
increased unemployment in Italy, the impact of which was
offset by declines in Germany and Spain.

International Developments 2



Table 1.3

Annual Point-to-Point Inflation for Selected Economies

(quarterly averages)
Jun 2013 - Mar 2014

USA Canada UK China Euro

Jun-13 14 0.8 2.7 24 1.4
Sep-13 1.6 1.2 2.7 2.8 1.3
Dec-13 12 0.9 2.1 2.9 0.8
Mar-14 14 1.1 1.8 24 0.7

Source: Official statistics offices

Table 1.4

Selected Import/Export Prices (period averages)

(Per cent change relative to previous period)

Sep-13 Dec-13 Mar-14
TOT 04 43 16
IPI 48 -4.1 18
Crude Oil 123 -19 12
Soybeans 43 55 0.0
Corn -17.0 -17.6 53
Rice -11.9 72 02
Wheat 413 3.7 39
EPI 5.2 82 34
Aluminium* -23 0.8 3.6
TIPI** 56 -143 37

Source: World Bank Pink Sheets, BOJ

*Aluminium is the proxy used for alumina prices,
** Tourism Implicit Price Index

Jamaica’s TOT improved, reflecting a faster rate of increase
in export prices relative to import prices.
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Inflation

For the March 2014 quarter, the 12-month point-to-point
inflation outturns for Jamaica’s major trading partners were
mixed (see Table 1.3). Inflation was higher for the USA and
mainly reflected increases in the prices for food and beverages
as well as housing. Similarly, an acceleration in Canada’s
inflation rate mainly reflected higher prices for food and
shelter. For the UK, there was a deceleration in inflation which
largely reflected lower costs for food and non-alcoholic
beverages as well as transport. A deceleration in China’s
inflation mainly mirrored a reduction in the cost for food.

Jamaica’s Terms of Trade

Jamaica’s terms of trade (TOT) index improved by 1.6 per cent
for the March 2014 quarter relative to the December 2013
quarter (sce Table 1.4). The improvement reflected an
increase of 3.4 per cent in the Export Price Index (EPI), the
impact of which was dampened by a 1.8 per cent increase in
the Import Price Index (IPI).

The estimated improvement in the EPI was underpinned by an
increase of 3.7 per cent in the Tourism Implicit Price Index
(TIPI), relative to a decline of 14.3 per cent in the previous
quarter. This increase in the TIPI reflected higher average
tourist expenditure for the quarter. The estimated increase in
the IPI reflected higher prices for crude oil and some
international agricultural commodities. Crude oil prices rose
by 1.2 per cent to an average of US$98.67 per barrel (bbl), due
primarily to the impact of geopolitical tensions between Russia
and The Ukraine on global supplies. Additionally, higher oil
prices were supported by increased demand for distillate fuel,
particularly heating oil, consequent on severe winter in North
America.

Increased agricultural raw material prices reflected higher corn
prices due to reduced supplies in South America, stemming
from drought conditions during the harvest period. In this
regard, the Bank’s agricultural raw material sub-index is
estimated to have risen by 0.3 per cent, largely reflecting an
increase of 5.3 per cent in corn prices. The impact of this was

International Developments 3



Table 1.5

Selected Benchmark Interest Rates: Advanced Economies

Dec. 2013 - Mar. 2014

USA® UK® Euro area” Canada’

Dec. 0-0.25 0.5 0.25 1.0
Jan. 0-0.25 0.5 0.25 1.0
Feb. 0-0.25 0.5 0.25 1.0
Mar.  0-025 0.5 0.25 1.0
Source: central banks

* Fed funds rate

b Repo rate

¢ Overnight rate

Table 1.6

Selected Benchmark Interest Rates: Emerging Economies

Dec. 2013- Mar. 2014

China® Russia” India® Brazil®
Dec. 6.0 8.25 1.75 10.0
Jan. 6.0 8.25 8.0 10.8
Feb. 6.0 8.25 8.0 10.8
Mar. 6.0 8.25 8.0 10.8
Source: Central Banks
? Benchmark lending rate
b .
Refinancing rate
C
Repo rate
dSELIC rate
Figure 1.2
US Treasury Yield Curve
4.00
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Source: Bloomberg
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partially offset by a 3.9 per cent decline in wheat prices, as
average soybean prices were unchanged.

Monetary Policy

Central banks in the major advanced and emerging market
economies largely maintained an expansionary monetary
policy stance in the March 2014 quarter Interest rates on the
marginal lending facility for these advanced economies were
unchanged in an effort to promote improvement in demand
conditions (see Table 1.5). However, the Federal Open Market
Committee (FOMC) reduced its pace of monthly bond
purchases by US$10 billion in both January and February
2014. In March, against the background of an improvement in
US labour market conditions, the FOMC announced plans to
further reduce monthly bond purchases by an additional US$10
billion in April 2014.

The tapering by the Federal Reserve had an adverse impact on
the currencies of some emerging markets economies.
Consequently, the central banks of India and Brazil increased
their rates by 25 bps and 80 bps, respectively in an effort to
mitigate inflationary pressures stemming primarily from
currency depreciation (see Table 1.6).

Selected Sovereign Bond yields

For the review quarter, the average yield on secondary market
trades for US Treasury bills (USTBs) was unchanged, relative
to the previous quarter, in response to unfavourable
macroeconomic developments in the USA and the Fed’s
decision to commence the tapering of QE3 (see Figure 1.2).
The unchanged average yields mainly reflected the impact of a
fall in average yield on short-term bonds, the impact of which
was offset by an increase in the average yield on long-term
bonds.

In the context of the foregoing, there was a widening in the
average spread between the 3-month USD LIBOR and the 3-
month USTB (TED spread), an indicator of risk, by 2 bps to
average 20 bps (see Table 1.7).
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Table 1.7
Selected Market Interest Rates
(period averages)
TED
3-month USD 3-month US Spread
LIBOR Treasury bill (bps)
Jun-13 0.27 0.05 22
Sept-13 0.25 0.03 22
Dec-13 0.25 0.06 19
Mar-14 0.26 0.06 20

Source: British Bankers’ Association

Figure 1.3
Selected Stock Market Indices
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Emerging Market Bonds

Average yields on some emerging market bonds continued to
rise in the March 2014 quarter. Accordingly, the emerging
market bond index (EMBI+) rose by 18 bps to 6.30 per cent.
The spread between the EMBI+ and USTBs widened by 18
bps to 5.19 per cent. The higher yields on emerging market
debt could be ascribed to concerns surrounding the curtailment
of the Federal Reserve’s bond purchases which led to a
weakening of emerging market currencies. In contrast, the
average yield on GOJGBs fell by 30 bps to 8.00 per cent
during the quarter, underpinned by a third successful review by
the International Monetary Fund (IMF) under the Extended
Fund Facility (EFF) as well as an upgrade in Jamaica’s
sovereign credit rating by rating agencies. Specifically, Fitch
Ratings Inc. upgraded Jamaica’s long-term debt to ‘B-" from
‘CCC’, with a stable outlook. Similarly, Moody’s Investor
Services raised the outlook on Jamaica's Caa3 sovereign rating
to positive from stable. In this context, the spread between
GOJGBs and USTBs narrowed by 31 bps to 6.90 per cent.

Equities

The performance of selected stock market indices was mixed
during the March 2014 quarter. In particular, the S&P 500 and
the Eurofirst 300 indices both rose by 1.3 per cent. However,
the Dow Jones Industrial Average (DJIA) and the Nikkei fell
by 0.7 per cent and 9.0 per cent, respectively (see Figure 1.3).

The outturn for the S&P 500 stock index was largely
influenced by better-than-expected corporate earnings for some
companies." Conversely, the decline in the DJIA could be
attributed to negative corporate earnings reports, primarily
evidenced in the weak performance of several key stocks in
this index.” The performance of the Eurofirst 300 Index was
chiefly driven by favourable economic developments in the
Euro area.

" The S&P 500's big gainers were Forest Nabors Industries and Keurig
Green Mountain,

2 Boeing, Goldman Sachs Group and General Electric all declined during
the quarter.
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Table 1.8
(Currency/US$)
(Quarterly Percentage Change)
Sep-13 Dec-13
Advanced Economies
GBP vs. US$ 1 43
Canadian § vs. US$ -1.5 -1
Yen vs. US$ -0.3 -1.6
Euro vs. US$ 1.4 2.7
Emerging Market Economies
Real vs. US$ -10.4 0.4
Yuan vs. US$ 0.5 0.6
Peso vs.
US$ -33 -0.9

Sources: Bloomberg

+ indicates an appreciation of the currency against the US$

— indicates a depreciation of the currency against the US$

Mar-14

22
-4.9
2.2
0.7

3.7
0.2

-1.6
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Foreign Exchange Market

For the review quarter, most currencies of selected advanced
and emerging market economies depreciated against the US
dollar (sece Table 1.8). Of note, the Canadian dollar
depreciated by 4.9 per cent amidst unfavourable economic
reports and lower commodity prices, particularly for wheat.
The Japanese Yen depreciated largely as a result of the central
bank’s ongoing stimulus programme. In addition, the Brazilian
Real and the Mexican Peso depreciated against the background
of the Federal Reserve’s moderation of asset purchases. In
contrast, the Great British Pound and the Euro appreciated in
the context of an improvement in macroeconomic conditions
during the quarter.

International Developments 6
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2. Monetary Policy and Financial Markets Y
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Interest rate on BOJ’s 30-day Certificate of Deposit

Figure 2.1

Table 2.1

Base Money Indicators

Net International Reserves

(US$ MN.)
(ISMN.)

Net Domestic Assets
(ISMN.)

Monetary Base
(ISMN.)

,,,,,,,,,,

Outturn
Dec'13
Quarter

1047.8
111 468.2

-7834.8

103 633.4

%
Change

24.4
24.4

Money & Credit
Monetary Policy and Base Money Management

The Bank of Jamaica (BOJ) maintained the rate on the 30-day
Certificate of Deposit (CD) at 5.75 per cent throughout the March
2014 quarter in the context of a favourable inflation outlook and the
Bank’s objective for meeting the monetary targets in the economic
programme. In addition to its regular instruments, the Bank
continued to manage Jamaica Dollar liquidity through issues of
regular and special OMO securities as well as offering repurchase
arrangements.  Notably, the Bank offered a special Six-Month
Repurchase Operation (SMRO) to deposit-taking financial
institutions (DTIs) during the March 2014 quarter.  Against this
background, for the review quarter, the Bank’s OMOs net injected
liquidity into the system, largely reflecting the support provided via
repurchase agreements and the net unwinding of placements
overnight with the BOJ.

For the March 2014 quarter, the monetary base contracted by 8.9 per
cent, reflecting the seasonal decrease in currency. This reduction
was however, sharper than the 6.5 per cent recorded in the March
2013 quarter and the average of 6.2 per cent for the March quarters
of the last five years.

For the review quarter, the Bank maintained its policy rate at 5.75 per
cent and the rate on its overnight instrument at 0.25 per cent (See
Figure 2.1). In addition, the domestic currency cash reserve and
liquid assets requirements were maintained at 12.0 per cent and 26.0
per cent, respectively. This decision to hold the policy rate at the
current level was informed by a favourable inflation outlook and
weakness in the domestic economy notwithstanding recovery in GDP.
Despite this outlook, inflation expectations remained elevated (see
Inflation). The Bank’s policy stance also continued to be focused on
meeting the monetary targets outlined in the economic programme.
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Figure 2.2
Base Money
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1§§ﬂAAAA

Quarter

=Unadjusted Seasonally adjusted

Figure 2.3
Effects of the NIR, GOJ & OMO on Liquidity*

30000
20000

10000

J$ Million

-10000

-20000

-30000

oNIR @oMOo 0GoJ

IESAVAVA VA VARNVE

* Absorption - negative;  Injection - positive

Bank of Jamaica Quarterly Monetary Policy Report, January to March 2014

During the March 2014 quarter, the Bank continued to manage
Jamaica Dollar liquidity through issues of regular and special OMO
securities as well as offering repurchase arrangements. In particular,
10 variable rate (VR) CDs and 2 USD Indexed honds were offered to
primary dealers and commercial banks during the quarter (see Bond
Market). These special instruments absorbed $12.6 billion. On 14
February 2014, the BOJ offered a Six-Month Repurchase Operation
(SMRO) which provides Jamaica Dollar liquidity to DTIs that make
placements in foreign currency CDs with the Bank with a minimum
tenor of two years. This operation augmented the liquidity provided
via the Bi-monthly Repurchase Operation (BMRO), the Standing
Liquidity Facility (SLF) and normal overnight arrangements.®* At
end-March 2014, liquidity provided through the SMRO and BMRO
totalled $42.0 billion and $21.5 billion, respectively. The SLF
provided daily average liquidity of $1.3 billion for the quarter. Total
foreign currency deposits associated with SMRO was US$385.0
million and £44.0 million at end-March 2014. The liquidity support
provided during the quarter facilitated increased placements on
special OMO instruments.

Against this background, the monetary base contracted by $9.2 billion
(8.9 per cent) for the March 2014 quarter relative to the reduction of
$6.4 billion (6.5 per cent) for the March 2013 quarter (see Figure
2.2).  This decline in base money was largely reflected in net
currency redemption of $8.7 hillion (12.5 per cent) relative to a
decline of $7.0 billion (10.9 per cent) in the March 2013 quarter.
The performance of base money in the March 2014 quarter resulted in
growth of 3.4 per cent for FY2013/14 compared to 9.1 per cent for
FY2012/13.

The contraction in the monetary base in the March 2014 quarter was
influenced by a decline of $36.4 billion in the NDA as there was an
increase of $27.2 billion (US$255.8 million) in the NIR. Within the
NDA, there was a net build-up in Central Government deposits at the
Bank (see Figure 2.3).

® The BMRO provides financing with a two week tenor to DTI’s. The total allocation under
the Facility is determined in each period by the BOJ.

* The SLF provides automatic access to overnight financing to DTI’s on a continuous hasis.
The total size of the Fund is limited and there are restrictions on the amount each institution
can access as well as the regularity with which they can use the facility each month.
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Table 2.2
Quantitative Performance Criteria*

Monetary Targets - March 2014 Quarter

Criteria  Outturn

Cumulative change in NIR (floor) 139 264.7
Cumulative change in NDA (ceiling) -2.2 -374
*Quantitative Performance Criteria relative to December 2012

quarter and valued at IMF programme rate, reflecting appropriate
adjusters for specified flows.®

5 Adjusters represent the amount by which the NIR target will be
modified to account for deviations from programme projections of
financing receipts from multilateral institutions as well as changes in
the BOJ’s foreign liabilities to residents.

Monetary Policy and Financial Markets
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In a context where the Bank also net purchased US$89.6 million in
foreign currency from the market in addition to the foreign currency
deposits, the NIR and net domestic assets (NDA) targets outlined in
the programme for the March 2014 quarter were comfortably met (see
Table 2.2).
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Table 2.3
Money Supply

(12-month Growth Rates)
MJ Mar-13 Mar-14
M1J 9.1 3.5
M2J 6.8 3.3
M3J 2.0 4.7
M*
M1* 18.4 7.6
M2* 13.3 6.1
M3* 8.1 6.5

Figure 2.5
Deposits in Commercial Banks
(Quarterly Growth Rates)
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Money Supply

Broad Jamaica Dollar money supply, M3J, fell by 0.7 per cent for the
March 2014 quarter, largely similar to the decline of 0.6 per cent for
the corresponding quarter in 2013. Given the outturn for the March
2014 quarter, M3J increased by 4.7 per cent for FY2013/14, well
below the average of 7.1 per cent for the last five fiscal years.

The measure of broad money supply that includes the Jamaica Dollar
value of foreign currency deposits, M3*, grew by 1.3 per cent for the
review quarter relative to 2.6 per cent for the March 2013 quarter.
The performance of M3* for the review quarter reflected growth of 6.2
per cent in foreign currency deposits relative to expansion of 11.6 per
cent for the March 2013 quarter. In this regard, the ratio of foreign
currency deposits to total deposits increased to 33.4 per cent at end-
March 2014 relative to 32.2 per cent at end-March 2013.

For the March 2014 quarter, broad Jamaica Dollar money supply, M3J,
declined by 0.7 per cent compared to a contraction of 0.6 per cent in
the corresponding quarter of 2013 and the average reduction of 1.2 per
cent for the last five March quarters (see Figure 2.4). For FY2013/14,
M3J expanded by 4.7 per cent following an increase of 2.0 per cent for
the previous fiscal year. Nonetheless, the growth in M3J for
FY2013/14 was well below the average increase of 7.1 per cent for the
last five fiscal years (see Table 2.3). The performance of M3J for
FY2013/14 continued to reflect weak domestic demand conditions,
given declining real incomes (see Real Sector Developments).

The main source of contraction in M3J for the review quarter was a
decline in banking sector credit to the public sector. The impact of this
contractionary impulse was partly offset by an increase of $27.2 billion
(US$255.8 million) in the NIR. In addition, there was a marginal
increase of $1.6 billion (0.5 per cent) in private sector credit. These
increases were largely facilitated by net injection of $19.4 billion from
OMO during the March quarter.

The contraction in money supply for the March 2014 quarter was
reflected in a reduction of 8.4 per cent in currency in circulation
following the seasonal expansion in the previous quarter. The net
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Table 2.4 redemption in the March 2014 quarter compared to the contraction of
Local Currency Deposits 7.3 per cent in the corresponding quarter of 2013 and the average
Quarterly Growth Rates (%0) decline of 9.9 per cent for the last five March quarters. For
Nhr-13 Nar-14 FY2013/14, growth in currency in circulation was 5.9 per cent relative
Local Currency Deposits 06 07 to 7.0 per cent for FY2012/13. In real terms, there was a decline of 2.2
Dermend chposits 11 11 per cent in currency in circulation for FY2013/14 following the
Svings chposits 21 02 reduction of 2.0 per cent for the previous fiscal year. The continued
Tie cepasits 93 47 decline in the real value of currency in circulation could be indicative
Other Depcsits e " of the persistent weakness in domestic economic activity.
Local currency deposits, the other component of M3J, grew by 0.7 per
cent for the review quarter compared to the increase of 0.6 per cent
recorded for the March 2013 quarter and average growth of 0.4 per
Forign Cateny DepoFsigsutgeTng Fp— cent for the last five.March quartgrs (see Figure 2.5). The increase in
local currency deposits for the review quarter reflected growth in other
340 1 deposits as there were declines in the other sub-categories (see Table
320 1 2.4). For FY2013/14, local currency deposits grew by 4.5 per cent
300 1 relative to the expansion of 1.2 per cent for the previous fiscal year.
£ 280 1 The growth in local currency deposits for FY2013/14 largely reflected
o 260 1 increases in savings and other deposits.
- 24.0 1
220 1 For the review quarter, M3*, the measure of broad money supply that
00— includes the Jamaica Dollar value of foreign currency deposits, grew

O O >

S PRSPPI R e .
OF o F o F o F o o o by 1.3 per cent relative to 2.6 per cent for the March 2013 quarter. The
Jamaica Dollar value of foreign currency deposits increased by 6.2 per

cent, relative to the expansion of 11.6 per cent for the March 2013

Table 2.5 quarter. The expansion in the Jamaica Dollar value of foreign currency
deposits, for the review quarter, reflected an increase of 3.1 per cent
Components of the Money Multiplier (M3J) (US$43.4 million) in the US dollar stock as well as the impact of

depreciation of 2.9 per cent in the weighted average selling rate of the
Jamaica Dollar vis-a-vis the US dollar.® For the March 2013 quarter,
Mar-13 Dec-13 Mar-14 there was growth of 5.0 per cent in the US dollar stock and
depreciation of 6.0 per cent. The growth in foreign currency deposits

Currency to Deposit ratio (%) 1667 1855 16.88 for the March 2014 quarter largely reflected expansions in savings and
Reserves to Deposit ratio (%) 1374 1424 1397 time deposits held by both businesses and individuals. At end-March
Money Multiplier 380 362 394 2014, the ratio of foreign currency deposits to total deposits was 33.4

per cent relative to 32.3 per cent at end-December 2013 and 32.2 per
cent at end-March 2013 (see Figure 2.6).

® Al foreign currency deposits are converted to US dollars.
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Table 2.6

Interest Rates on Commercial Bank Depoits in the
Domestic Market

Mar-13  Dec-13 Mar-14
WEIGHTED AVERAGE
Domestic Currency
Overall 1.80 2.04 1.98
Demand 1.33 1.56 1.51
Savings 1.08 0.98 0.98
Time BI55) 4.26 4.50
Foreign Currency
Overall 0.97 1.06 1.08
Demand 0.52 0.39 0.39
Savings 0.30 0.30 0.27
Time 2.45 2.43 2.60
Memo:
BOJ 30-DAY CERTIFICATE
OF DEPOSITRATE 5.75 5.75 5.75

Bank of Jamaica Quarterly Monetary Policy Report, January to March 2014

There was an increase in the money multiplier corresponding to M3J to
3.94 at end-March 2014 from 3.62 and 3.89 at end-December 2013 and
end-March 2013, respectively (see Table 2.5). The increase in the
multiplier relative to the previous quarter reflected declines in both the
currency-to-deposit and the reserve-to-deposit ratios. The reduction in
these ratios was as a consequence of the net redemption that typically
follows the Christmas period.

The weighted average rate on local currency deposits held at
commercial banks decreased by 6 bps to 1.98 per cent for the March
2014 quarter. This decline reflected a lower interest rate on demand
deposits (see Table 2.6). In contrast, the weighted average rate on
foreign currency deposits increased by 2 bps to 1.08 per cent, reflecting
a higher rate on time deposits.
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Figure 2.7
Quarterly Growth Rates of Private Sector Loans & Advances
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Table 2.7

Commercial Bank Distribution of

Total Crediit to the Private Sector

(Flows JSMN)
Mar-13  Dec-13

Total Private Sector Credit 147076 63038
Change (%) 53 20
Loans & Advances 175803 77936
Less Overseas Residents 23012 15095
Add Corporate Securities (571.6) 197
Table 2.8

Commercial Bank Distribution of

Total Loans & Advances to the Private Sector

(Quarterly Flows J$MN)

Mar-13 Dec-13
Business Lending 7692.6 22379
Agriculture & Fishing 296.5 (274.3)
Mining & Quarrying (46.0) 495
Manufacturing 307.8 1846.9
Construction & Land Dev. 1000.4 186.2
Transport, Storage & Comm. 621.5 628.1
Tourism (1310.0) (815.5)
Distribution 1639.3 05
Electricity, Gas & Water 36758 4770
Entertainment 9874 125
Professional & Other Services 519.9 1211
Personal & Other Lending 9887.7 55557
Personal 7586.6 4046.2
Overseas Residents 23012 1509.5

Net Lending/(Repayment) 175803 77936

Mar-14

1554.2
05

30407
13985
(88.0)

Mar-14
(433.1
(389.2
(428
675.4
(161.2)
9035
(523.7)
64.6
(1248.3)
2018
86.8

= = —

34738
2075.3
13985

3040.7
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Private Sector Credit

For the March 2014 quarter, the stock of private sector credit in
commercial banks increased by 0.5 per cent. This outturn was below the
growth recorded in the corresponding quarter of 2013 and the average
expansion for the March quarters of the last five years. Credit growth for
the review quarter reflected an expansion in local currency borrowing by
both households and businesses. In the context of the performance for the
review quarter, private sector credit increased by 11.0 per cent for
FY2013/14. With regard to the quality of the overall loan portfolio, at
end-March 2014, there was an improvement relative to end-December
2013, predominantly reflecting a decline in the stock of non-performing
business loans.

For the March 2014 quarter, the stock of private sector credit increased by
0.5 per cent (see Table 2.7). This expansion represented a significant
deceleration relative to the growth of 5.3 per cent observed for the March
2013 quarter as well as the average increase of 2.4 per cent for the March
quarters of the last five years. For FY2013/14, growth in private sector
credit was 11.0 per cent, which was marginally higher than the average
increase of 10.0 per cent for the last five fiscal years.’

Total loans and advances grew by $3 040.7 million (0.9 per cent) for the
review quarter, the lowest rate of increase since the March 2011 quarter.
The outturn for the review quarter was in comparison to an expansion of
6.3 per cent for the March 2013 quarter (see Table 2.8). The performance
for the March 2014 quarter reflected an increase of 1.5 per cent in local
currency denominated loans, the impact of which was partially offset by a
decline of 3.5 per cent in foreign currency denominated loans. Growth in
total loans and advances largely decelerated in the context of continued
weak domestic demand as well as the depreciation in the Jamaica Dollar,
particularly against the US dollar.

Business Lending

Loans and advances extended to businesses fell by 0.3 per cent for the
review quarter. This outturn was in contrast to growth of 5.3 per cent for
the March 2013 quarter and an average expansion of 2.8 per cent for

" Private sector credit growth for the fiscal year partly reflects the transfer of the loan portfolio of a
building society to its affiliate commercial bank in the September 2013 quarter. Excluding this
transaction, private sector credit would have expanded by 8.1 per cent for FY2013/14.
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Table 2.9

Commercial Bank Distribution of

Foreign Currency Loans & Advances to the Private Sector

(Quarterly Flows US$'000)

Business Lending
Agriculture & Fishing
Mining & Quarrying
Manufacturing
Construction & Land Dev.
Transport, Storage & Comm.
Tourism

Distribution

Electricity, Gas & Water
Entertainment

Professional & Other Services

Personal & Other Lending
Personal

Overseas Residents

Net Lending/(Repayment)

Table 2.10

Mar-13 Dec-13
(29489.0) (23892.0)
(337.0) (30420
(104.0) 20
(8043.0) 77130
(2621.0) (874.0)
300 1520.0
(19897.0)  (14680.0)
(45420) (99330
69930 1956.0
11390 (41.0)
(210L0)  (6513.0)
180250  11690.0
(3064.0) (802.0)
21089.0 124910
(11464.0) (12202.0)

Commercial Bank Distribution of

Mar-14
(38 120.0)
(2202.0)
30
44820
(90320
(237180)
(12968.0)
(2800.0)
(10267.0)
(309.0)
(2649.0)

6917.0
(31530)
100700

(31203.0)

Local Currency Loans & Advances to the Private Sector

Business Lending
Agriculture & Fishing
Mining & Quarrying
Manufacturing

Construction & Land Dev.
Transport, Storage & Comm.
Tourism

Distribution

Electricity, Gas & Water
Entertainment

Professional & Other Services

Personal & Other Lending
Personal
Overseas Residents

(Quarterly Flows JSMN)

Mar-13 Dec-13
59548 2619.0
888 (13])
(412) 490
841.0 9453
240 (1109
1878 265.4
(878.8) 147
1308.6 7149
25843 784
855.0 45
4352 670.7
74319 3869.3
74826 3904.1
(508) (348

13 386.7 6488.3

Net Lending/(Repayment)

Mar-14
13845
(207.8)
(435)
66.5
389.0
9314
1227
21.6
(349.0)
217
2319

21773
2166.6
10.7

3561.8
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March quarters of the last five years. The reduction in business credit in
the review quarter largely reflected a decline of 5.2 per cent in foreign
currency denominated loans, the impact of which was partially offset by
an expansion of 1.6 per cent in local currency denominated loans. The
sharp contraction observed in foreign currency loans and advances largely
reflected declines in Tourism, Electricity, Gas & Water and Construction
& Land Development (see Table 2.9). With respect to the moderate
increase in local currency loans and advances, this was evidenced in
Transport, Storage & Communication as well as Construction & Land
Development which reflected loans for Transport by Land, Water & Air as
well as Land Development, respectively (see Table 2.10). The overall
contraction for the March 2014 quarter constrained growth in loans and
advances to businesses to 6.5 per cent for FY2013/14, a significant
deceleration when compared to the expansion of 12.3 per cent for
FY2012/13.

Personal & Other Lending

Personal & Other Lending expanded by 2.1 per cent for the review
quarter (see Table 2.8). Within this category, Personal loans increased
by 1.3 per cent relative to growth of 6.0 per cent for the March 2013
quarter and the average growth of 1.9 per cent for the March quarters of
the last five years. Growth in personal credit for the review quarter was
reflected in increases of 4.9 per cent, 1.9 per cent and 2.6 per cent in term
loans, instalment credit and credit card receivables, respectively (see
Table 2.11). For FY2013/14, personal lending expanded by 17.4 per cent,
relative to the increase of 26.8 per cent for FY2012/13.

Interest Rates
The overall weighted average lending rate of commercial banks increased

by 8 basis points (bps) to 17.57 per cent for the March 2014 quarter. This
increase followed a rise of 4 bps for the December 2013 quarter (see
Table 2.12). The uptick in the interest rates may be reflective of increased
costs of funds in the context of relatively tight Jamaica Dollar liquidity
conditions, which was supported by the results of the Bank’s Credit
Conditions Survey for the December 2013 quarter (see Box: Bank of
Jamaica’s Quarterly Credit Conditions Survey). Higher interest rates
for the quarter reflected increases in rates on hoth private and public sector
loans. In particular, interest rates on private sector loans increased by 8
bps, following a rise of 2 bps for the previous quarter.
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Table 2.11
CGonmrercial Bank Distrilbutionof
SelectedPersad Loars Categories
(Quarterly HonvJSMN)
Mar-13 Dec-13 Mear-14
TermLoars 22677 14301 22723
Change (%9 57 32 49
Qredt CardReceivaldes 3389 12616 7142
Change (%9 17 49 26
Mortgege Loars %B7.2 2 204
Change (%9 152 52 17
Instalrent Qredit* 241 N5 960
Change (Y9 56 04 19
of which
Otrer Instalment Qredit 6330 432 35013
Chance (X9 66 (o) 42
Motor cars 882 477 487
Change (%9 53 20 22

*Qther instalment credit refers to consumer credit for foreign travel and other miscellaneous
services not directly related to the production of goods.

Table 2.12
Commercial Bank
Domestic Currency Average Weighted
Lending Rates by Loan Type
2013 2014
Mar Jun Sep Dec Mar
Ovwerall 1797 17.59 17.45 17.49 17.57
Public Sector 9.20 9.69 10.20 10.09 11.01
Local Govt. & O.P.E 10.44 10.49 10.57 10.99 11.99
Central Government 8.92 9.57 10.14 9.96 10.89
Private Sector 18.14 17.76 17.60 17.62 17.70
Instalment 17.75 17.35 16.86 16.81 16.54
Mortgage 9.82 9.75 9.93 9.88 9.84
Personal 2461 23.76 25.02 2477 25.18
Commercial 12.56 12.40 12.66 12.76 12.94
Figure 2.8
Past Due Loans as a Percentage of Total Loans for Businessvs.
Personal Lending
14.0
120
10,0 +
E 50
c
£ 60
4.0
= HH
0.0 l
B = = = e = B B T e e Tl .
B £ & & B & & £ B & & £ B 5 &8 B E & LB
=22 =s22asEf2azsE&22=2 £ 2 =
mmm PDL Business Sector PDL Personal Loans =—Total NPLs
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This increase reflected higher rates of 41 bps and 17 bps on personal and
commercial loans, respectively. There were declines in the rates on all
other loan categories.

Loan Quality

At end-March 2014, the quality of commercial banks” private sector loan
portfolio improved, as the ratio of non-performing loans to private sector
loans declined to 5.2 per cent from 5.6 per cent and 6.9 per cent at end-
December 2013 and end-March 2013, respectively.® This improvement
primarily reflected a reduction in the ratio of non-performing business
loans to 5.6 per cent at end-March 2014 from 6.7 per cent and 9.1 per cent
at end-December 2013 and end-March 2013, respectively (see Figure
2.8). The decline in the ratio of non-performing loans was mainly
attributable to repayment of non-performing business loans by one sector
and, to a lesser extent, loan write-offs by commercial banks.

8 Non-performing loans are loans past due for 3 months and over.
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