[image: image1.png]YA NTTZ
B@'lg g‘]kMAlCA




News Release

25 April 2002
BREAKFAST ADDRESS

TO THE PRIVATE SECTOR ORGANIZATION OF JAMAICA
Derick Latibeaudiere

Governor, Bank of Jamaica

25 April 2002

Terra Nova Hotel

Kingston, Jamaica
Ladies and Gentlemen, I am delighted to have this opportunity to meet with you is morning. I must thank Hon. Oliver Clarke for his kind invitation and I must also acknowledge the excellent working relationship that I have had with him over these many years. Thank you Oliver for the support and encouragement.

As a Jamaican, I must say that it is good to see that employment is being created in our economy. You may ask what does a central banker have to do with job creation in the real economy. The answer is that, there is a two-way relationship between what is happening in the real economy and the stance of monetary policy.  Employment and wage trends are good indicators of changes in the level of output in the economy and of inflation pressures, both of which help to guide policy responses. On the other hand, monetary policy exerts strong influence on investment and production decisions and it is therefore important to understand the objectives arid strategies of the central bank. This is precisely what I wish to address today.

I believe that most of you know that the mission of the Bank of Jamaica is to achieve and maintain stable monetary and financial conditions in our country. This objective is spelled out in the Bank of Jamaica Act where it is recognized that only by protecting the value of the currency can balanced and sustainable economic growth be achieved. Consequently, the Act mandates the Bank to “so design and implement monetary policy as to influence flows of money, credit and foreign exchange and ensure the achievement of a desirable level of price stability” and to “manage the financial system in such a manner as to enhance its stability and soundness

We chose in the mid 1990s to achieve the objectives of the Act through a policy that focused on the control of inflation and the enhancement of the stability of the financial system.  The focus on inflation control was consistent with the generally accepted belief that a monetary policy that consistently delivers low, stable and predictable inflation is likely to be the greatest contribution that the central bank can make to macro-economic stability and to sustained growth in output and employment.

To put things in perspective let me go back to the conditions that prevailed at the end of March 1996 when I became Governor of the Bank of Jamaica. By then the process of liberalization had taken the Jamaican economy from one that was supported by a number of administrative controls of the economic and financial system to one that was much more market based.

The shift in favour of market-driven competition had its logical counterpart in the increasing trend towards free trade, free movement of capital and greater economic integration that has been the driving force of globalization.  Globalization brought important benefits. It boosted world trade and consequently, opened up access to international markets and global sources facilitated the diffusion of far-reaching technological advances especially in communications and information processing. But globalization also brought many challenges, not least among which, has been the demand for new skills, and the significant downsizing and restructuring of business enterprises that reduced employment opportunities and income for many persons in Jamaica and elsewhere, as companies attempted to become more efficient. To be sure, the conduct of monetary policy also became much more complicated and challenging with the progress of liberalization and globalization, but no less effective.  In fact I would argue that monetary policy in Jamaica has been very effective in mitigating the impact of global shocks on the domestic economy.

When I took over as Governor of the Central Bank, it became abundantly clear to me that if we were going to take on the challenges of a liberalized environment, then the technical capability and the institutional framework of the Central Bank had to be lifted to first world standards. My predecessor, Mr. Bussières had laid somewhat of a groundwork by strengthening the ties between the Bank of Jamaica and the Bank of Canada, and so we were able to use that central bank as a model for the development of the technical capabilities and operating strategy of the Bank of Jamaica. We learnt a lot from them as we engaged in a process of accelerated training and institutional development - for this we are most grateful. Now, the Bank of Jamaica is a modem institution capable of meeting the challenges of an unpredictable world.

Many of you will also recall that although enormous efforts had been made to improve the macro-economic environment in Jamaica, in 1996 there were still tremendous weaknesses in the country’s macro-economic and financial conditions. The weaknesses were exacerbated by the progress of global economic and financial integration, which spawned an unprecedented growth in global capital flows and currency speculation. Consequently, inflation threatened to get dangerously out of control, the balance of payments was endangered, interest rates spiraled and remained uncomfortably high, there were significant movements in the exchange rate and the financial system was increasingly becoming vulnerable. Those developments contributed to an erosion of confidence, which threatened the country’s external competitiveness.

The major challenge that faced the Central Bank was therefore how best to gear monetary policy to facilitate macro-economic stability and maximum sustainable growth and employment in the economy. Empirical evidence shows that high inflation has a negative correlation with economic growth.  To put it in context of this morning’s function, high levels of inflation indirectly impacts job creation by slowing output growth. Many economists are therefore convinced that high and volatile inflation is undesirable and should be minimized at all costs.

It is also generally understood that the productive allocation of resources needs clear signals about relative prices. Therefore a monetary policy framework at signals and maintains price stability will improve the efficient functioning of markets and thus promote efficient and productive employment of resources. Recognizing the importance of price stability as an essential ingredient for sustainable growth and job creation, the Bank of Jamaica embarked on a well-defined monetary programme that was designed to achieve low inflation, first by reducing inflation to single-digit levels and ultimately to the levels of our major trading partners.

The pursuit of a monetary policy based on an inflation target has helped us to realize important benefits especially in terms of increasing the level of stability in the country’s macro-economic fundamentals.  The evidence that a credible blueprint had been established for stability was important for the credibility of the Central Bank and this also contributed to the gradual return of confidence to the Jamaican economy, which we are now seeing.

It is therefore true to say that Jamaica has made a sustained transition from an inflationary environment, with 12-month inflation rates as high as 106% just ten years ago, to an environment that is now characterized by relatively low inflation of 7.6 percent at the end of March 2002. Six consecutive fiscal years of single-digit inflation, has been reflected in a gradual lowering of inflationary expectations and relative stability in core inflation, which measures the underlying trend of inflation (the measure that excludes large one-off rice changes that occur as a result of non-monetary shocks). The achievement and maintenance of single-digit inflation has been accompanied by relative stability in the exchange rate and unprecedented growth in net international reserves, which at the end of March 2002 reached a level of US$1941.7.  You will be interested to know that the country now has gross reserves to cover 35.4 weeks of ‘goods’ imports and 23.9 weeks of imports of goods and services. The international standard is 12 weeks of import cover for ‘goods and services’.  Interest rates have also been significantly lowered but there is still some concern that there has not been a corresponding movement in loan rates.

We have also come a long way since the mid 1990s with regard to the performance of the financial sector. The financial system distress that took place in the mid to late l990s, stemmed largely from micro-economic problems within institutions, as well as from the effects of risk-taking associated with high inflation and developments in the domestic and external environment. However, with careful management and effective coordination, the Authorities were able to restore the financial system to good health and all the indicators now suggest a more solidly based financial system. I am sure you will agree with me that improvements in the regulatory and supervisory areas of the banking system - the amendments to legislation, the dissemination of standards of best practices to the industry, and the requirement for conformity to the Basle accord are now matters of record.

Quite frankly. bearing in mind the challenges of which we are all aware, I believe that in the last six years we have managed to establish a sound foundation for the economy to grow and thrive. The relative stability that has been achieved in the monetary and financial system has its underpinnings in the relentless pursuit of macro-economic policies.  We established a well-defined goal, which remains clearly in focus as the Bank of Jamaica continues to maintain the conditions for sustained economic growth consistent with it statutory mandate. We also continue to place significant emphasis on maintaining a sound financial system.

We recognize however, that monetary policy alone cannot determine the achievement of the economy’s potential. All that monetary policy can do is to help establish a sound monetary and financial environment in which the inherent vitality of the economy can flourish and in which investment can be successfully promoted so as to enable vigorous economic growth and employment creation. The contribution of monetary policy to the employment objective is therefore to promote economic stability in its broadest sense.  John Maynard Keynes pointed out almost 80 years ago
 instability of expectations and employment are related to an unstable and unpredictable monetary standard. The solution, he said, was to set monetary policy to hit a target for prices, in other words a low and stable inflation rate.  He therefore argued that monetary policy should be devoted to regulating the supply of money so that “the index number of prices will never move far from a fixed point”.  It took decades for economists to come round to accepting this position and to firmly establish that the desirable objective for stability and sustained growth is low and stable inflation of no more than 2.0 to 3.0 percent. It is against this background that the Bank of Jamaica has built a reasonable record of moving in the direction of inflation that is consistent with that of our main trading partners.

We have learned from the experiences of the last six years and from previous experience that meeting the objective of low inflation is not as straightforward as it may sound. The reason, of course is that ours is not a precise science. In fact, it is more of an art than a science and although we bring as much economic and statistical science to bear as we can, we know that our forecasts and sometimes our policy judgments are subject to a range of errors, especially in an environment where there has been a series of surprises of ‘shocks’ in the jargon.  We recognize that we can’t therefore expect to hit the target all the time, but the Bank will continue to work to fulfill the mandate that we have been set. 

We have also learned that monetary stability is a necessary though not sufficient condition for sustained growth and that other government policies also have a major role to play in contributing to economic growth and job creation.  A continued emphasis on sharpening the incentives to work, to save invest and innovate is therefore critical to increasing job creation.  Similarly, a fiscal policy oriented towards restraining the growth in government expenditure, producing smaller budget deficits and encouraging budget surpluses will tend to lower interest rates even further and this will enhance investment and consequently, the ability of the economy to expand employment in the period ahead.

Ladies and gentlemen, I believe that we have begun to see some of the results of the efforts that we made over the last six years to establish a solid macro-economic foundation for growth and development in the country. The Bank’s positive record of credibility and competence in macro-economic management is therefore starting to pay off. That you are today honouring companies for creating jobs is just one example of the progress that is being made in establishing a stable macro-economic environment for investment to take place.

However, we expect that new challenges will begin to emerge with the progress of globalization. These will require the building of strong alliances between the public and private sectors, and the concentrated effort and resolve of all sectors of the economy to move the economy forward. It will also require the strengthening of our capabilities, as the demands on our resources, expertise and judgment will only grow. From the point of view of the Bank of Jamaica, the effort to sustain a solid macro-economic and financial foundation for the enhancement of growth and employment generation requires that the Bank continues to recruit and retain the brightest and the most technically capable, and that we provide the training that is necessary to keep our staff abreast of the demands of the ever-changing environment.  I believe that this also applies to the private sector.

I am enormously pleased that companies in Jamaica have taken advantage of the opportunities that have been created by the increasing stability in the economy, to expand their businesses and facilitate the creation of employment.  I congratulate the companies involved and especially this year s awardees – Restaurants of Jamaica and Fontana Pharmacy - and encourage other companies to join in the effort to move Jamaica forward. We have the people, and I believe that we have the skills and the methods.  We must acquire the will.  The Bank of Jamaica is committed to building and maintaining a strong macro-economic foundation as a pre-condition for growth and employment creation. In this regard, our actions might not always be popular, but rest assured that they will always be in the best interest of the country.

Thank you.

BANK OF JAMAICA

6

� Keynes, J.M., (1923) “A Tract of Monetary Reform”, published by McMillan, London.





