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Good Morning Ladies and Gentlemen

Welcome to this, the first quarterly briefing for 2006. This morning I will be giving a brief report on the developments in the December 2005 quarter and setting out the issues that are likely to influence the out-turn in the March 2006 quarter. We have expanded the current Quarterly Monetary Policy Report to include a section on international developments, highlighting external factors which impinged on the domestic macroeconomic environment in the review period. Future Reports will carry this analysis as a regular feature. As usual, we have included a special feature - an item on the reforms taking place in the payments system as well as our vision for the future of the system.

I trust that you had a chance to browse through the Report and that we will have our usual lively question and answer session at the end of the presentation.

Review of December Quarter

The macroeconomic environment was generally favourable in the December quarter.  Inflation was relatively benign when compared to the three previous quarters and, in particular, to the September quarter. We estimate strong growth in the region of 2.8 per cent. Reviews from the international rating agencies were also favourable and this would have contributed to the growing business confidence in the quarter. 

The concern for the Central Bank was the continued instability in the foreign exchange market during the review period. Instability was reflected in a sharper depreciation of the exchange rate relative to the September quarter. As a consequence, the Bank maintained a conservative monetary policy stance in an effort to contain the expansion in Jamaica Dollar liquidity and limit the pass through of the depreciation to inflation.

Inflation

Headline inflation was 0.9 per cent for the December quarter. This was 1.7 percentage points below the average of the past five years and the lowest for a December quarter since 2000.  The out-turn  which was also better than we had expected when we last briefed you in November, largely reflected a decline in the price of agricultural products, particularly the prices of starchy foods.  International oil prices also fell during the review period. 

As a result of the relatively low inflation in the December quarter, the annual point-to-point inflation rate declined to 12.9 per cent at end-December from 19.0 per cent at end-September. For the fiscal year to end-December, inflation was 11.3 per cent. 

Core inflation returned to the Bank’s desired level of an average of 1.0 per cent per quarter. This out-turn was particularly encouraging for the Bank, as it was below the average of 1.3 per cent for the previous five December quarters. The containment of core inflation was consistent with the Bank’s conservative stance which served to restrain the growth in the stock of base money for the fiscal year up to end-December.  

Foreign Exchange Market

During the December quarter, the weighted average selling rate of the Jamaica Dollar depreciated by 2.6 per cent, reflecting a continuation of the instability in the foreign exchange market since the September quarter. 

The continued instability in the foreign exchange market was due largely to a realignment of investor portfolios to address concerns regarding inflation and its effect on the real rates of return on Jamaica Dollar assets.  The acceleration in the depreciation of the domestic currency since July would have also added to the nervousness in the market. The continued tightening of monetary policy in the USA narrowed the interest differential between Jamaica and US dollar assets, and would also have influenced investment decisions.  

In responding to the instability in the foreign exchange market, the Bank absorbed J$ liquidity by selling GOJ securities from its own portfolio, and also by selling foreign currency directly to the market. The Bank’s sale of foreign exchange out-weighed its purchases and consequently, the net international reserves declined by US$31.6 million to US$2087.4 million at end-December. However, gross reserves remain comfortably above the international benchmark of 12 weeks of estimated imports of goods and services. 

Growth

The Bank estimates that the economy continued to experience relatively robust growth following the 2.8 per cent recorded in the September quarter. This represented a recovery relative to the decline in the comparable quarter of 2004 when the economy was affected by adverse weather conditions.  Agriculture, Forestry and Fishing and Miscellaneous Services, which includes tourism, were estimated to be the leading growth sectors for the quarter. 

Near – Term Outlook

The Bank is expecting that the positive developments observed in the December quarter will continue into the March quarter of 2006. In particular, we are forecasting strong economic growth and moderate inflation for the period. We are also anticipating that as inflation expectations subside, the foreign exchange market will experience less volatility. 

It is expected that growth in the March quarter will be dominated by continued strong recovery in Agriculture, particularly in domestic agriculture. In addition, Construction is forecasted to continue to record strong growth partly associated with increased investment in public infrastructure and preparations to host the Cricket World Cup in 2007. The Bank also expects growth in Manufacturing to accelerate, related to developments in sugar and in the agro-processing industry. Miscellaneous Services, which is dominated by tourism, should also perform well in this quarter. 

With the strong influence of agricultural prices on the Consumer Price Index, the Bank is expecting that the continued recovery in domestic agriculture will counteract other influences on inflation in the March quarter. In revisiting our November forecast we have taken account of the impact of the recent increase in the National Minimum Wage as well as recent movements in international oil prices. We also anticipate price impulses from adjustments in rental rates and insurance premiums in addition to the lagged effects of the recent depreciation in the exchange rate. However, in spite of these considerations we expect inflation to be moderate in the March quarter.

Based on the outlook for the March quarter and the low out-turn for the December quarter, we have revised our inflation forecast for the full fiscal year, downwards to a range of 13.0  to 14.0 per cent. In this context, we are also expecting the downward trend in core inflation to continue.

With inflation slowing, the expectation is that concerns about real returns on Jamaica Dollar assets should moderate and that relative stability will return to the foreign exchange market. Increased flows to the market from the earners of foreign exchange should also contribute to stability. 

The Central Bank expects that its relatively tight monetary stance in this quarter will be supported by the Government’s operations during the period, particularly since this quarter is traditionally a surplus quarter for the Government.  

With the favourable developments that are anticipated, the monetary targets for the March quarter should be comfortably met and the foundation set for a return to annual single digit inflation in the near – term.  

Thank you.
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