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Ladies and Gentlemen:

Once again, I am pleased to welcome you to another of our Quarterly Press Briefings, where we release the Quarterly Monetary Policy Report of the Bank of Jamaica.

Today we are meeting in the Bank’s Training Institute, because Hurricane Ivan damaged the auditorium. However, we expect that things will be back to normal by early 2005.

INFLATION

Despite the continued pressure of international oil prices and the challenging effects of two hurricanes, inflation was relatively moderate in the September 2004 quarter.

Inflation for that quarter was 2.8 per cent, broadly in line with the average for the September quarters of the past six years. 

Inflation was 4.7 per cent for the first six months of this fiscal year; significantly lower than the 10.8 per cent recorded for the corresponding period of fiscal year 2003.

The moderation in inflation was the  result of two major factors: one was the tight management of base money by the Central Bank; and the other,  the relative stability that prevailed in the foreign exchange market.  

In the context of the management of the monetary base, I should note that monetary expansion has consistently remained within the targets set out in the country’s financial programme, and that for the first half of this fiscal year the growth in base money was 6.1 per cent relative to the target of 7.0 per cent. 

The tight rein on base money restricted core inflation to an estimated 1.1 per cent for the review quarter. This was consistent with the results for the two previous quarters, and below the average of 1.3 per cent for the corresponding quarters of the past six years.  

I should also point out that since January this year there has been a declining trend in the 12-month point-to-point core inflation. 

The other factor that influenced the moderation in inflation was the relative stability in the foreign exchange market, which tempered the impact of higher imported prices. Relative stability in the exchange rate was underpinned by growing investor confidence, which was largely attributable to continued improvements in the domestic economy. 

With regard to the foreign exchange market, the weighted average selling rate of the domestic currency depreciated by 1.1 per cent in the September quarter, resulting in a depreciation of 1.4 per cent for the first six months of the fiscal year.  

This compares favourably with the depreciation of 5.9 per cent for the same period in 2003, and is in fact the lowest rate of depreciation for the corresponding period since 2001.

Inflation for the September 2004 quarter was influenced mainly by the seasonal increases in the prices of agricultural commodities, which this year were exacerbated by the effects of Hurricane Charlie. There were also administrative adjustments to the cost of postage and electricity, in addition to higher international oil prices. 

We have included in this report two articles on issues to do with the recent increases in international oil prices. I look forward to discussing some of the issues with you in a short while.

In spite of the continued restraint in monetary policy, the marked reduction in inflation usually observed in the December quarters of previous years is not expected to materialize in 2004. This outlook is based on the expectation of a shortfall in agricultural production resulting from the recent hurricanes. In addition, we expect the consumer basket to reflect the pass-through of higher international oil prices. 
 Indeed, only yesterday, we received the inflation for October, which was 3.3 per cent for the month. We have not yet undertaken a comprehensive analysis of the details, but the major price impulses stemmed from items within the Food & Drink and Fuels & Other Household Supplies groups.
However, notwithstanding the sharp increase in inflation in October, we anticipate that the stability in the foreign exchange market will continue to have a moderating influence on inflation. 

Based on our expectations for the rest of the calendar year, we do not anticipate that headline inflation should go above 6.0 per cent in the December 2004 quarter.  

The Bank also anticipates that with the normalization of some agricultural supplies, non-core inflationary impulses will moderate  in the March 2005 quarter. 

In this context our preliminary forecast of headline inflation for fiscal year 2004/05 is in the range of 10.5 to 11 .5 per cent.
The Bank, however, expects that with monetary policy remaining tight and continued stability in the foreign exchange market, core inflation for the fiscal year will be in the range of 4.0 to 5.0 per cent. 
MONETARY POLICY

Despite the relatively favourable macro-economic conditions experienced during the September quarter, the Bank maintained a very conservative monetary policy stance; one that we will maintain going forward. 

Turning to interest rates, the Bank reduced the rates on its open market instruments only once during the September quarter. This was in the context of a consistent threat of higher inflation, stemming from the increase in oil prices and the uncertainty regarding global interest rates.  

You will understand that under more “normal” circumstances, continued stability in the economy together with a high level of investor confidence would favour an easing of monetary policy. However, the combination of domestic and external shocks to the economy in recent months has reinforced the wisdom of proceeding cautiously, and the prudence of seeking to minimize the potential threats to inflation.  

OTHER ISSUES

Going forward, the Bank expects that the foreign exchange market will remain fairly stable for the December quarter, and indeed for the rest of the fiscal year. This is based on the expectation of buoyant foreign exchange flows stemming especially from growth in tourism receipts and remittances. The expected stability in the foreign exchange market will also be reinforced by the net international reserves, which presently stands at US$1.8 billion. 

With regard to growth, the economy is estimated to have grown in the September quarter, with Electricity & Water, Transport, Storage and Communication, and Tourism being the major areas of growth. However, growth was slower than originally forecasted, due in part to the extensive hurricane damage to Agriculture in the last month of the quarter. 

Expansion in the economy should continue for the rest of the fiscal year, but at a slower rate than originally projected, because of the damage caused by Hurricane Ivan. 

Continued strong growth in the world economy should have a positive impact on Jamaica’s exports, particularly alumina and tourism services. For the medium-term the overall prospects remain positive.

In closing let me say that we are never without challenges, but the Bank continues in its endeavour to ensure that the macroeconomic fundamentals move in the right direction.

Thank you.
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