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Good Morning Ladies and Gentlemen:

Today we are releasing the Quarterly Monetary Policy Report for the quarter ended March 2009.  Since we last met, the turbulence in the global financial markets and the consequent economic recession continued to have a dominant influence on the Jamaican economy.  The recession in the global economy has continued and conditions in the international financial markets remain uncertain.  The current Report highlights the effect of these developments on the performance of the Jamaican economy in the March quarter and indicates the Bank’s policy response. The report also sets out the Bank’s near-term outlook for the economy.  
In this quarter’s report we have included three special articles.  The first,  BOJ’s Monetary Policy Response to the Global Financial Crisis outlines the sequence and the rationale for the measures that the Bank initiated and which were designed to fit our own circumstances.  The second piece, The Transmission of Monetary Policy in Jamaica reviews our understanding of the channels through which changes in monetary policy influence economic activity in general and inflation in particular.  It finds that although the exchange rate channel of policy transmission still dominates, the expectations formed by the public and on which they act play a strong role in the determination of inflation outcomes. It is because of this that the Bank carries out a quarterly survey of Inflation Expectations and assesses the changes in expectations for key economic variables as reported by the business community. 

A third Box is entitled Monetary Policy, Economic Growth and Development.  Its purpose is to enhance a wider understanding of the economic role of the Bank in relation to growth and inflation. It is a discussion that has taken place in many countries and the issues are occasionally raised in Jamaica (sometimes from the most unlikely sources).  To quote Dr. Don Brash, former Governor of the Reserve Bank of New Zealand, 
“in some respects, central banks are a little like the judiciary… While both the judiciary and central banks can make a very useful contribution to the societies in which they operate, over the longer term central banks can’t make economies grow much more rapidly or materially reduce unemployment, or eliminate the business cycle, or deal with the problems of particular industries or sectors any more than the members of the judiciary can make us all virtuous.” [Emphasis added].  
I urge you to read these articles and to join in the discussion.
Foreign Exchange Market 
The foreign exchange market experienced severe demand pressures, mainly in January. These pressures were largely associated with a contraction in net private capital flows during the March quarter relative to the December quarter. The decline in net private capital flows reflected reductions in credit lines to financial institutions and importers as well as waning investor confidence. However, the Bank estimates that in the context of weak external demand and the consequent sharp fall in international commodity prices, there was also reduced demand for foreign currency to meet payments for imports of goods and services, especially fuel imports. 

With the developments in the foreign exchange market, the Jamaica Dollar depreciated by 9.4 per cent during the review quarter with the sharpest movement of 6.5 per cent occurring in January. Thereafter, the pace of exchange rate depreciation slowed to 2.5 per cent and 0.6 per cent in February and March respectively.  For the fiscal year (FY) 2008/09, the value of the Jamaica Dollar declined by 20.0 per cent, relative to 4.6 per cent for FY 2007/08.  Most of the depreciation recorded in FY 2008/09, occurred in the second half of the year and was associated with the escalation of the global financial crisis.
Monetary Policy 

During the quarter, the Central Bank continued to pursue a tight monetary policy stance in order to maintain stability in the financial markets. The Bank’s tight monetary policy stance was dictated by the continued deterioration in economic fundamentals during the review quarter as well as the persistence of excess Jamaica Dollar liquidity in the system which would have further fuelled demand pressures in the foreign exchange market. The excess Jamaica Dollar liquidity arose from the proceeds of BOJ and GOJ maturities and seasonal currency redemption. 
The Bank removed excess liquidity from the system by increasing the cash reserve requirement of deposit-taking institutions by an additional three percentage points. In addition, the Bank sold foreign currency to the market to augment supplies to end-users. The Central Bank also implemented a foreign exchange facility for public sector entities in February. This facility consolidated the demand of these entities, including the substantial requirements for oil imports by Petrojam, and coordinated foreign currency payments so as to minimize volatility in the market.  Under the arrangement, commercial banks and cambios have agreed to surrender to the Bank of Jamaica an additional 15.0 per cent and 10 per cent, respectively, of US dollar purchases. To complement these policy actions, the Bank increased its dialogue with commercial banks and cambios to encourage orderly conditions in the foreign exchange market. 

Against the background of the Bank’s policy actions in the review quarter, the net international reserves (NIR) declined by US$144.4 million to US$1628.6 million at end-March. Gross reserves which amounted to US$1663.4 million represented approximately 13 weeks of imports of goods and service.   Since end-March 2009 the net international reserves have  stabilized and currently amount to US$1623.0 million.
Inflation

Headline inflation was 1.3 per cent for the March quarter, slightly lower than the Bank’s initial expectations of 1.5 to 2.5 per cent, and followed a three-month period when there was no change in the consumer price index.  The higher rate of inflation was due largely to the strengthening in non-food inflation associated with the lagged impact of the sharp depreciation of the exchange rate in the December 2008 quarter. The impact of the exchange rate depreciation offset the contribution from the decline in the prices of international commodities, particularly the price of oil.   For the review quarter, the price of the benchmark West Texas Intermediate crude oil fell by 26.3 per cent following a decline of 50.4 per cent in the December quarter.  There were also some countervailing price impulses from excess supply of domestic vegetables and fruits.
Measures of underlying inflation remained broadly stable in the review quarter.  
For fiscal year (FY) 2008/09, headline inflation was 12.4 per cent, significantly lower than the 19.9 per cent for FY 2007/08. This inflation outturn was due to lower food and energy related price increases. The impact of rising international commodity prices was significant in the first half of FY 2008/09. However, the sharp reversals in the second half of the year had a strong countervailing influence on inflation. During this latter period, the main inflationary impulses arose from the sharp depreciation in the exchange rate.  
The Bank is projecting that headline inflation for the June quarter will be in the range of 4.0 to 5.5 per cent. The forecast for a higher level of inflation relative to the March quarter is premised on the expected impulses from the recent tax measures that will impact inflation in May and June, as well as the expected turn around in international commodity prices.  In addition, there is the possibility that there may be some delayed pass-through of the earlier depreciation of the domestic currency. However, much of this impulse would have abated since February. For FY2009/10 headline inflation is projected to be in the range of 11.0 to 14.0 per cent.  

The upside risk to this inflation forecast is the possible impact of a hurricane. Downside risks include the impact of a greater than anticipated reduction in global and domestic demand.

Real Sector

Against the background of continued weak external and domestic demand as well as heightened uncertainty regarding future economic prospects, the Jamaican economy is estimated to have contracted in the review quarter, continuing the trend observed since the June 2008 quarter. Domestic output is estimated to have contracted in the range of 2.0 to 3.0 per cent - the fourth consecutive quarter of decline.  It is estimated that both the tradable and non-tradable sectors declined during the review quarter. In particular, Mining & Quarrying and Construction, are estimated to have contracted.   The reduction in output in the review quarter contributed to an estimated decline in real sector activity in the range of 0.5 to 1.5 per cent for FY2008/09.

Against the background of the deep recession in the global economy, the domestic economy is expected to experience a sharp decline in the range of 3.0 to 4.0 per cent for the June 2009 quarter.  Mining & Quarrying, and Construction are all expected to decline significantly. The sectors projected to record growth are Agriculture, Forestry & Fishing and Electricity and Water.  

For FY2009/10 the forecast is for domestic output to contract by 3.0 to 4.0 per cent.  The major contraction is expected to occur in the first half of the year, mirroring the depth of the global recession. It is expected that the rate of decline will decelerate in the second half of the year as the world economy begins to stabilize.

Summary

Ladies and Gentlemen: The global economic crisis has been severe and pervasive. There is hardly any country that has remained untouched. There has been a significant deterioration in investor confidence worldwide. Global trade has fallen and there has been a tightening in the availability of international credit.  Indeed, the effective closure of credit markets to countries like Jamaica has raised the importance of financial support from multilateral financial institutions, including the IMF.  Many countries are pursuing aggressive fiscal and monetary policies but the restoration of stability in global financial markets is yet to be seen. 

Jamaica has been spared some of the handicaps that have complicated the restoration of normality in financial markets in the USA and elsewhere.  After a systematic overhaul of the regulatory framework and a recapitalization of our financial institutions in the late 1990s, the strong level of capitalization and limited exposure to doubtful foreign assets has insulated the banking system from the shocks that have overwhelmed major institutions abroad.  Maintaining this sound framework will enhance our ability to rebound strongly when the world economy recovers.
In the short run, however, the general deterioration in the world economy will continue to have a negative impact on the demand for Jamaica’s goods and services. This means that there is a greater challenge for the Bank to maintain stability in the foreign exchange market. In this regard, I want to commend the participants in the foreign exchange market for their responsible behaviour, which has resulted in relative stability since mid-February.  Be assured that the Bank will continue to monitor developments as we go forward and will act judiciously to maintain stability in the financial markets. 

PAGE  
2

