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We are meeting at a time when both the domestic and international economies are going through difficult times. There have been significant geo-political and global uncertainties that continue to affect the economic outlook for most countries, while the domestic economy has recently been buffeted by instability in the foreign exchange market as expectations of further depreciation in the value of the domestic currency started to feed on itself. 

I know that you are aware of these challenges, as the media carry discussions and articles on these issues daily. It is within this context of the myriad of contending views, that the Central Bank, in presenting the current Quarterly Monetary Policy Report, will outline the major challenges that confronted us in the March quarter, as well as the policy responses. I will then share with you the Bank’s near-term economic outlook.  

As part of the on-going effort to educate the public, two informative articles have been included in the current issue. In Box 1 there is a brief discussion on  “Opportunities for Savings and Investment in Jamaica”, while Box 2 outlines the difference between the CPI and the GDP Deflator.  This latter article was in direct response to a question posed at our last meeting.

When we met in February of this year, I had indicated that the main challenge of monetary policy was to restore stability to the foreign exchange market. In that context I had stated that monetary policy would continue to be tight until order was restored in the financial markets. Up until that point, the Bank had acted with strong monetary tightening on two occasions, in addition to selling foreign exchange in the market to augment available supplies. 

In March, the Bank increased interest rates on the entire spectrum of open market instruments to induce a shift into Jamaica dollar assets, but, in spite of this, the demand pressures continued unabated. These demand pressures continued as we approached the budget presentation in April and intensified with the announcement of the fiscal measures. 

For the March quarter the weighted average selling rate depreciated by 9.4 per cent, in comparison with depreciation of 15.3 per cent for the full fiscal year. Concurrent with the depreciation, foreign currency deposits in local commercial banks increased by 1.6 per cent, while local deposits contracted by 2.8 per cent in the review quarter. 

In spite of the instability in the foreign exchange market, inflation for the March quarter was much lower than predicted.  Inflation for the quarter was negative 0.4 per cent relative to the Bank’s forecast of 0.8 ± 0.3 per cent.  The inflation out-turn was also significantly lower than the average of 1.2 per cent for the corresponding quarters of the last three years. Given the deflation in the March quarter, inflation for the fiscal year was contained to 6.2 per cent, relative to 7.6 per cent for the previous fiscal year. The lower inflation in the 2002/2003 fiscal year was due to more significant countervailing movements from agricultural commodities, particularly in the March quarter, as well as the absence of increases in administered prices, which characterized F/Y 2001/02. 

Underlying or core inflation was 1.3 per cent for the review quarter, a slight increase over the 1.2 per cent registered in the December quarter. The out-turn in the March quarter was consistent with a lagged impact from the higher growth in the monetary base in the December quarter associated with the demand for currency at Christmas time.  

With regard to real growth in the quarter, leading indicators of economic performance suggest that there was expansion in real GDP, significantly stronger than the growth of 0.7 per cent that was registered in the March 2002 quarter.  The estimated economic growth in the review quarter stemmed from both the goods producing and services sectors.  Within the goods producing sector mining, construction and agriculture were estimated to have recorded relatively strong growth, with production in the latter having recovered from the effects of flooding in 2002. The manufacturing sector was estimated to have declined in the quarter. All the services sectors were estimated to have recorded growth in the review quarter, dominated by expansions from the electricity & water, storage transportation and communication sectors, plus the miscellaneous sector, which includes tourism.  

The recorded growth in the economy is consistent with the increase in commercial banks’ credit to the private sector that has been observed since the beginning of the fiscal year.  For fiscal year 2002/03, credit to the private sector grew by 37.5 per cent, exceeding the Central Bank’s target of 14.6 per cent. 

I now turn to Prospects for the June 2003 quarter and Fiscal Year 2003/04

Ladies and Gentlemen, the protracted demand pressures in the foreign exchange market since the December 2002 quarter, and the unsettled reaction to the fiscal measures, have defined the stance of the Central Bank for the near-term.  

Monetary policy will have to remain tight, with interest rates only being gradually adjusted with a restoration of stability in the domestic financial markets. 

We recognize that high interest rates are being replicated in the bond markets and have been affecting Government’s cost of borrowing, but doing nothing would have had even more severe consequences.  If we allowed a continuation of the free-fall in the exchange rate, the consequential spiral in prices in an import-dependent economy would have such an adverse effect on all economic agents that the country could fall into social as well as economic chaos.  

It is for these reasons, that, as a responsible Central Bank we have to do whatever is necessary, with the tools available to us, to maintain stability in the Jamaican economy. 

I am sure you have observed the increased presence of the Bank in the market and I am pleased to say that we are having the expected results, with the weighted average selling rate appreciating by 12.4 per cent since 19 May. 

The reports from the tourism sector continue to be positive, so we expect that there will be a normalization of supplies in the market.  In the interim, the Central Bank will act to ensure order in the market.

Ladies and Gentlemen, the recent measures taken by the Bank were aimed at preserving and maintaining the monetary and price stability that we have painstakingly achieved in recent years.  However, monetary measures are insufficient by themselves. There is also the continued imperative for credible fiscal measures to support monetary initiatives. 

With regard to inflation, the Bank is forecasting inflation in the range of 3.6 ± 0.3 per cent for the June quarter, a bit higher than normal due to a number of factors.  

Chief among these factors are the recent tax adjustments on various commodities and services, which will be a major factor influencing inflation in the quarter.  

Also, the lagged impact of the exchange rate depreciation in the March quarter will pass through to prices in this quarter.  Domestic fuel prices, transportation and utilities are also expected to reflect the impact of the increase in oil prices prior to the war in March. 

The economic growth registered in the March 2003 quarter is expected to continue into the June quarter. The main areas of growth are expected to emanate from the agriculture, mining, construction and basic services sectors.  While growth is expected from transportation and miscellaneous services in the quarter, this may be dampened by the effect on travel by the recent war, increasing concerns about security and the emergence of the SARS virus.  

Ladies and Gentlemen, the international environment is still uncertain. The economic indicators from the USA are mixed, and there is talk of stagnation in the major European economies. Added to the fragility of the domestic economy, this creates a worrying situation. 

I am aware that in such an uncertain environment it is easy to become preoccupied only with the here and now, and with our own well being.  However, let me urge you to focus as well on macroeconomic stability, which has to be the foundation for sustained growth and development. 

The initial tightening of monetary policy will be difficult for many but is imperative if we are to maintain the stability of a low inflation environment that we have enjoyed in recent years. As I have said on numerous occasions prior to this, low, stable and predictable inflation is critical to creating the environment for long-term economic growth.

Similarly, fiscal adjustment and consolidation will also be difficult in the initial stages, but is necessary in order for us to move forward. 

The sustainable reduction in interest rates we all want, along with its benefits, can only emerge from both the lowering of inflation expectations and confidence in the credibility of fiscal policies.

Ladies and Gentlemen, as I close, I urge all Jamaicans to support the efforts being made to achieve macroeconomic stability, and ultimately, sustainable growth.

Thank you.
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