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PREFACE

The Bank of Jamaica's Quarterly M onetary Policy Report
reviews the conduct of monetary policy and the main
factors that influenced inflation during the quarter. It also
presents the Bank's perspective on future econom ic trends
and the path of monetary policy over the short to medium

term . This issue includes features on the performance of
rem ittances and its impact on the Jamaican economy, as
well as the impact of the events of 11 September on the
tourdsm industry. It also highlights the major decisions
taken at the W orld Trade Organization, Doha Conference
and the possible implications for Jam aica.

The developments in the review quarter are set against
policy targets for the fiscal year, which nns from April to
M arch. In some instances the data used in the preparation
of the report are provisional and are therefore subject to
change.
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OVERVIEW

In its Report for the September 2001 quarter, the Bank
identified the fallout from the 11 September shock to the
US economy as the most imposing challenge to dom estic
macroeconom ic policy in the near tem . As financial
markets adjusted to revised expectations during the
December quarter, the Bank tightened its policy stance in
order to preserve price stability. Accordingly, in October
and early November, the Central Bank sold foreign
exchange to the inter-bank market to satisfy the increased
demand and raised the interest rates on some of its
instuments. In this context of tighter liquidity
management and sluggish extemal demand, inflation for
the December quarter was 1.2 per cent, somewhat lower
than the 1.9 per cent that had been projected earlier. The
out-tum for calendar year 2001 was 8.7 per cent. Core
inflation continued to average about 1.0 per cent per
quarter and this consistently low underlying rate has been
the major factor behind the last five years of single digit
inflation.

The tightening of monetary conditions during the review
period countered adverse expectations that began shortly
afterthe September shock . Portfolio shifts tow ards foreign
assets evidenced by an increased dem and forUS dollars on
the spot market during O ctober precipitated a 3.6 per cent
depreciation in the exchange rate in that month. This was
accompanied by a relatively rapid build-up in foreign
currency deposits in commercial banks by the private
sector. Trading in equity investments also fell as reflected
in the downtum in activity on the Jam aica Stock Exchange,
relative to the September quarter. In order to ensure
stability, the Bank raised the rates on all but its 30-day
instrum ent, including increases of 410 and 400 basis points
in the prem ium on its 9-month and 12-month instruments,
regpectively. Simultaneously, it sold foreign exchange to
augment the supply of US dollars. The result was a
m igration of funds towards the Bank's long term CDs and
an increase in interbank and short tem interest rates.
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The more restrictive monetary stance was also evident in
the slow-down in the growth of monetary aggregates.
Although base money expanded during December in
keeping w ith the short tem dem and for currency during the
Christmas season, the expansion for the quarter was less
than programmed. The tightening of monetary policy was
also reflected in the broader Jamaica Dollar monetary
aggregates, M 2J and M 3J, which also grew more slow ly
than programmed. The extent of monetary tightening
quickly restored stability in the foreign exchange market.
The capacity of the Bank to sustain these orderly
conditions w as strengthened by a significant increase in the
country's net intemational reserves fuelled by official
capital inflows. Given the clear Improvement in the state
of the financial markets, the prem ium on longer-term BOJ
open market instrum ents was reduced by 100 basis points
on 28 December. A further reduction took place in early
January .

Overall GDP for the quarter is estimated to have fallen
relative to the corresponding period of 2000. The main area
of decline among the goods producing sectors was in
m Ining where the fall in output reflected the suspension of
production at the JAMALCO facility. Among services,
tourism related activity fell in tandem with the slow down
in visitor arrivals. The developments in tourism are
discussed as a special feature of the Report (see Box 2) as
not only do they explain GDP performance in the
December quarter but an evaluation of tourism prospects
w i1l also underpin public perception of the sustainability of
foreiogn exchange eamings and market stability. Areas of
the economy that showed expansion were manufacturing,
construction, basic services and distrdbution.

Although export agriculture was affected by unfavourable
weather in November, domestic agricultural output
increased and had a dampening effect on the prices of
Starchy Foods in the Consumer Price Index. The
moderating influence of increased domestic food supply
was reinforced by the particularly low contribution of
imported inflation in the D ecem ber quarter. W orld dem and

V. Overview
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rem ained sluggish and, as a consequence, the world m arket
prices of major commodities such as oil, wheat, rice and
soybeans fell. Lower imported inflation had a stabilizing
influence on the prices of a wide range of commodities in
the consum er basket.

Given the trends in world demand and especially the
recession in Jamaica's most im portant trading partner, the
USA, the circumstances which defined the state of the
foreign exchange market became the focus of policy
attention. W hile eamings from travel fell noticeably in the
review period, the grow th in rem ittance inflow s continued
to be strong (See Boxes 1 and 2 ) and relieved some of the
earlier anxiety expressed by users of foreign exchange. In
addition, towards the end of the year, Govemment
borrowed significant sums from overseas from both
commercial and multilateral sources. These inflows
purchased by the Bank, more than replenished the am ounts
that the Bank had sold to the market in O ctoberand led to

the accumulation of over US$300.0 m illion in reserves for
the quarter. At end December, gross reserves were
US$1903.3 million and the NIR stood at US$1840.7

m 1lion, a com fortable position by any measure of reserve

adequacy .

Short-term prospects and policies

Given the estimated contraction in the December 2001
quarter, the forecast range for economic growth for the
fiscal year has been revised downwards to 1.0 to 2.0 per
cent from the original 2.0 to 4.0 per cent. An expansion in
econom ic activity is anticipated for the March 2002
quarter, driven m ainly by the nom alization of cutput in the
m ining sector and, to a lesser extent, expansion in
agriculture. In the retum to regular production levels in the
bauxite/alum ina sector, output in the mining sector is
expected to grow by some 12.0 to 15.0 per cent relative to
the March 2001 quarter. The growth in the
telecomm unications sector should continue in 2002 as both
the new and established companies expand and diversify
their services.

Overview  V
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vi

Overview

The tourism sector is expected to experience som e recovery
in theM arch quarter relative to the D ecember 2001 quarter.
However, output in the sector will be lower than the
corresponding quarter of 2001, as weaker winter tourist
arrivals are anticipated. Projections are fora 1.0 per cent
decline In tourist arrivals for the March 2002 quarter*
relative to the M arch 2001 quarter. This is in contrast to the
estimated 17.4 per cent decline for the December 2001
quarter relative to the corresponding quarter of 2000.

The outlook for tourism reflects the expectations of
im proved econom ic perfom ance in the USA that currently
range from low but positive econom ic growth (below 1.0
percent) to a very small decline in the M arch 2002 quarter.
The prospects for econom ic recovery in the USA should be
boosted by the US Govemment's economic stimulus
package and any additional interest rate cuts during the
March 2002 quarter. This outlook is consistent with the
post-September gradual recovery in visitor arrivals to
Jamaica, especially in December, and the W orld Tourism
Organization's projection of a rmbound in world travel
during the second half of 2002 *.

The main inflationary impulses during the March 2002
quarter are expected to emanate from the impact of the
m Inimum wage increase, which took effect in January and
adjustm ents in electricity tariffs. The anticipated recovery
in agriculture and moderate impulses from imported
inflation will temper inflationary impulses to the main
Food & Drink sub-index. W eak demand in the USA, and
recent trends in major indicators such as producer and
energy prices suggest continued low inflation in that
country in the March 2002 quarter. Another important
assum ption is that oil prices will remain in the USS20 to
USS$25 range, reflecting weaker global demand.

! Source: Jam aica Tourist Board
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G1iven these factors and a stable exchange rate relative to
the previous quarter, inflation is expected to approximate
1.2 percent (+ 0.3) for the M arch 2002 quarter, relative to
the 1.2 per cent and 1.6 per cent recorded in December
2001 and M arch 2001 quarters, respectively. Consequently,
the forecast for inflation for the fiscal year 2001/02 is 8.3
per cent (+ 0.3). For the calendar year 2002, barring any
shocks to dom estic production or any further increases in
adm inistered prices, inflation is expected to fall to the 5.0
per cent to 6.0 per cent range.

The Bank of Jamaica will continue to closely monitor
developments and prospects in the financial markets and
adjust its interest rates accordingly. The programmed 1.0
percentage point reduction in the cash reserve ratio willbe
effected in M arch 2002, bringing the ratio to 9.0 per cent
relative to the 12.0 per cent that prevailed atM arch 2001.

Overview  VIL
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Interest rates on longer-term
BOJ instruments increased

Figurel.l
Comparative Profile of Take-Up in
Open Market Instruments:
September & December 2001
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M oney and Credit

Base Money

The major monetary policy action taken by the Bank of
Jam aica during the quarterwas an increase in the prem ium

on the longer tenors of its open market instruments. The
adjustment took place on 30 October and was effected to

restore orderly conditions to the foreign exchange market.
This influenced a shift in open market placem ents tow ards
longer-dated securities. A comparative assessment of the
take-up in vardous tenors for the quarter rlative to the
previous quarter shows the take-up on the 365-day tenor
moving from 4.7 per cent in the September quarter to 37.1

per cent in the December quarter (see Figure 1.1). The
lengthening of the maturity structure reduced Jamaica
dollar liquidity and underpinned the retum to stability in
the foreign exchange m arket.

The rates on the 270-day and 365-day instruments were
subsequently reduced by 100 basis points in December
within a context of improved prospects for the foreign
exchange market and the significant accumulation in
reserves.

The tightening of monetary policy contained the monetary
base w ithin the target in the m acroeconom ic programm e for
the quarter. As a result monetary impulses to inflation
were restricted.

The 15 .2 per centgrow th in the m onetary base followed the

seasonal pattem for December (see Figure 1.2). The
expansion was however, 1.3 percentage points lower than

the programme target of 16.5 per cent. Virtually all the
increase in the monetary base was in the form of currency

notes and coins associated w ith Christmas spending. The

12-month grow th in currency issue to end December 2001

was 8.3 per cent, coinciding with the calendar year

inflation of 8.7 per cent.
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Figurel.2
Base Money
(Quarterly Change)
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Tablel.1l

M 3J - Growth Rates

3mths 12mths

2000 Mar. 12 212
Jne 41 157
Sept. 14 90
Dec. 41 109
2001 Mar. 06 107
Jme 19 83
Sept. 32 102
Dec. 31 93

2 Monetary Policy and Financial Markets

‘?

The net intemational reserves (N IR ) increased significantly
during the quarter but there was very little impact on the
level of liquidity in the system owing to the relative
atlractiveness of BOJ instruments. Specifically, the Bank's
net foreign assets increased by US$304.0 million (see
Table 3 Appendix C), which was largely wlated to the
receipt of proceeds from official capital inflow s during the
quarter. This grow th in reserves translated into an injection
of $14441.9 m illion into the financial system (see Table 3
Appendix C), which was partly offset by the increase in
net domestic assets (NDA) of the Central Bank absorbing
$9904.7 million of the liquidity impetus from the
accumulation in reserves. The reduction in the NDA was
primarily attributed to a $1407.8 million reduction in the
Central Bank's Net Claims on the Public Sector and a
$8102.7 m illion increase in its open market liabilities.

Money Supply

The broad measure of money supply, M 3J, expanded by
$3962.2 million or 3.1 per cent during the December 2001
quarter relative to the 4 .8 per cent grow th projected in the
econom ic programm e and the 4.1 per cent grow th recorded
in the corresponding quarter of 2000. The out-tum for the
review quarter brought money supply grow th for the fiscal
year to date to 8 .4 per cent and the calendar year grow th to
9 3 percent.

The lower than programmed growth in M3J for the
D ecember quarter reflected not only a slow er than expected
increase in base money, but also a decrease in the money
multiplier from 4 .3 percent to 3.8 per cent. The decrease in
the money multiplier was consistent with the seasonal
increase in the currency to deposits ratio.

During the review quarter, the major counterparts to the

expansion in M 3J were an increase in banking system
credit to the public sectorof $16632.5million, (reflecting

'Data on money and credit are provisional.
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the assumption of FINSAC debt held by the commercial
banks) and a build up in the net foreign reserves of the BOJ
by US$304.0 million or J$14441.9 million. The major
offsetting sources were a decline in the accounts receivable
and an increase in the sundry liabilities of the commercial
banks. The growth in M 3J was also partially restricted by
an expansion in open m arket operations of $8102.7 m illion.

An analysis of the components of broad money supply
revealed that, similar to the previous quarter, M 1J
Figure13 dom inated the expansion in M 3J. In the D ecember quarter,
M"”eﬁ ZZ::Z”;;;%) Cash growth in M 1J accounted for 82.5 per cent of the increase
in M 3J relative to the preceding quarter when M 1J
44 1 accounted for 70 4 per cent. The expansion in M 1J in the
42 review quarter was influenced by seasonal growth in
‘ _ | currency with the public of $2598.8 million or 16.1 per
% QE: cent, compared with a 20.6 per cent increase in the
2 ’ December 2000 quarter. The cumency to deposits ratio
” 0 increased during the December 2001 quarter from an
B S average of 14 3 per cent for the first womonths to 16.7 per
cent at the close of the review period due to seasonal
demand for currency in December.

multiplier cash reserves ratio ‘

A1l other components of M 3J, except time deposits,
recorded increases during the quarter. Savings deposits
increased by $1030.2 million (2.1 per cent) and Other'
deposits grew by $361.0 million (1.7 percent), while Time
deposits declined by $702 .6 million (3.4 per cent).

During the review quarter, broad money supply including
foreign currency deposits, M 3*, increased by $4818.6
m illion or 3.0 per cent. This was below the 3.8 per cent
recorded for the Septem ber quarter and the 3.7 per cent for
the December 2000 quarter. There was significant
accumulation of foreign currency deposits by the private
sector in October that may be associated with foreign
exchange market instability in that month. However, these
deposits declined in November and December, as
conditions in the foreign exchange m arket nomalized. The
ratio of foreign currency deposits to total deposits
marginally increased to 24.6 per cent at end December
2001 relative to 24 4 per cent at end September.

Monetary Policy and Financial MarBets
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Table 12 Private Sector Credit
Conm ercial Banks’ The grow th in banking system credit to the private sector
Private Sector Credit . . \
0 ctober - Decen ber 2001 observed for the Septem ber quarter continued mto the third
Stocks Chenge quarter (December2001) of the fiscal year. The resum ption
UM N) &) of lending by two comm ercial banks was the major factor

Spt(l Dec0l Decol Lmth influencing the grow th in credit during the quarter.

Loal 278684 286413 28 39
Provisional data indicate that for the December 2001

Daelmn 18604 22128 189 15 , , ,
Bak ot quarter, commercial bank credit to the private sector grew

OfterPrige 260080 26485 16 42 by 9.1 percent (see Table1.2).The expansion in creditwas
Faetn 90617 11635 85 686 due primarily to a 28.5 per cent increase in foreign
ol el copm | o6 | e currency credit. On the other hand, local currency credit
grew by 2.8 per cent. Relative to the September quarter

Table 13 however, there was a slow down in the rate of growth in

Comm ercial Banks’ local currency credit (see Table1.3).

Private Sector Credit

(Flows JSMN)

The growth in private sector credit for the December

Jnol  Septol Dec 01 quarter led to an increase in credit of 18.6 per cent forboth

the calendar year and the fiscal year to end December

2001. M ost of the increase in credit in the review quarter
comprised loans to the Transportation & Communications
OtterPrizte 1859 10549 4205 category, which expanded by $1552.7 million during the

Faetn 285 19882 25818 review quarter (see Table 1.4). The other main econom ic

Toel 28 29293 3347 sectors contributing to the expansion in credit were
Electricity, Tourismd ConstructioiThereweremarginal

net repayments in a few sectors, including Agriculture

Lol 2623 A1l TIA9
Derbmet T64 1138 324
Bak

Table 14 The expansion In local cumrency private sector credit

was the result of an increase in loans financed through
(Flows JSMN) the Development Bank of Jamaica as well as from the
commercial banks resources. The growth in
development bank mlated loans recorded during the

Comm ercial Banks’
Loans and Advances

Jun 01  Sept01 Dec01

Agriculture -235.6 93.6 57.2 . . . .
M ining s 13 293 quarter was associated with increased lending to the
M anufacturing 123 259 09 Manufacturindgriculturend Tourismsectors.
Construction -416.9 198.2 426.3
Transport & Comm . 341 16402 1552.7
Tourisn 1110 1477 4575 For the three-month period to December, foreign
D istrdbution 334 -164.0 114.0 ' ' .
N oy currency lending was mainly to the Transportation &
Personal 9488 15425 143 Communicatiend Electricitpectors. Commercial banks
Electricity -64.9 -118.9 592.7 i . . . .
S oy 5 s facilitated the expansion in foreign currency credit by
Overseas 422 Ae =5 drawing down on their balances w ith overseas financial
TOTAL -79.1 2809.8 3259.7 ' ' '

mstitutions.

4 Monetary Policy and Financial Markets



Figurel 4
Commercial Banks’ Sectoral
Distribution of Loans
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Although Personal Loansontinued to account for the
highest concentration of total loans, there was a decline in
the category's share of loans outstanding to 35.7 per cent,
3.2 percentage points below the share at end September
2001. Over the three- month period to December2001, the
proportion of loans to Transportatioand Communication
increased to 114 per cent from 8.1 per cent at end
September2001. (see Figure 14).

The increase in commercial bank lending to the private
sector occurred w ithin the context of a trend decline in the
overall weighted average loan rate of commercial banks.
However, the weighted average lending rate was 19.53 per
cent at end November 2001, 12 basis points above the rate
at the end of September (see Figure 1.5). The movement
in the weighted average loan rate of commercial banks
reflected an increase In the weighted average mate on
personal loans, which was 27.5 per cent at end Novem ber,
relative to 24.1 per cent at end September 2001. The
average rate on commercial loans, on the other hand,
declined to 17.1 per cent at end November from 17.9 per
cent at the start of the review quarter. At end December,
loan rates being offered by comm ercial banks ranged from
21.0 to 31.8 per cent relative to a range of 21.0 t0 32.0 per
cent at the end of September.

The quality of comm ercial banks' loan portfolio continued
to improve (see Figure 1.6). Thiswas reflected in the ratio
of past due loans to total loans, which declined to 6.1 per
centat 31 December2001, from 7.8 per cent at the end of
Septem ber. The ratio also compares favorably to the 9.5 per
cent com puted for the end of December 2000.

The events of Septem ber 11 have not significantly inhibited
themom entum of grow th in private sector credit, which has
exceeded the programme target of 1.8 per cent for the
review quarter. The expansion in credit is expected to
continue in the M arch 2002 quarter albeit at a slowerpace.
Information from the commercial banks suggests further
increases in foreign currency loans to the Communications
and Tourismindustries expected in that quarter.

Monetary Policy and Financial Marbets
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Tablel5

Comm ercial Banks’
Loans and Advances

(Stocks JSM N )
Dec 00 Sept 01 Dec01
Agriculture 1557.2 1536.8 14796
M ining 87.2 58.9 98.2
M anufacturing 30468 31202 31193
Construction 20261 19131 23394
Transport & Comm. 1525.7 2857.1 44098
Tourism 4747.7 47088 51663
D istrdbution 3563.9 3110.7 3224.7
Professional 47237  3420.0 35527
Personal 10882.8 13736.7 13751.0
Electricity 773.9 6643 1256.9
Entertainment 137.5 915 89.4
Overseas 50.8 90.6 81.0
TOTAL 331234 35309 385683
Figurel.7
BOJ OMO Yield Curve
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Figure1.8
Private Money Market Rates

Oct Oct

3- 17-

31- 14-
Oct Nov

12-
Dec

28-
Nov

24-
Dec

Inter-bank High —=— Overnight High — — 30 day repo h\gh‘

6 Monetary Policy and Financial Markets

Bond M arket

During the December 2001 quarter, the major influence on
the dom estic money market was the upward adjustment in
interest rates on BOJ's longer tenor instruments. These
adjustments in rates resulted In a steeper shaped yield
curve on these instruments (see Figure 1.7).

Private money market rates adjusted in tandem with the
increases in BOJ's interest rates and the relative tightness
in liquidity conditions. W ithin this context, ovemight,
inter-bank and 30-day rates fluctuated during the quarter,
peaking at 40.0 per cent, 39.5 per cent and 23 .25 per cent
respectively on 14 November2001.

In a sim ilarvein, the average yield on the Govemm ents' six
month Treasury Bills increased to 17.82 per cent on 23
November, 272 basis points above the average yield on a
sim ilar tenoron 26 O ctober 2001.

Rate increases were however short lived, as private rates
declined to 20.0 per cent, 19.5 per cent and 21.0 per cent
for the ovemight, inter-bank and 30-day rates, respectively
towards the end of the quarter. The reduction in private
money m arket rates reflected the im provem ents in liquidity
conditions and subsequent reductions in BOJ's interest
rateson 28 December2001 (see Figure1.8). The average
yield on the six-month Treasury Bills resumed the
downward trend towards the end of the quarter (see Table
16), and by 21 December, the average yield on six month
Bills was 17.03 per cent, a decline of 79 basis points in
com parison to the offeron 23 November2001.

In response to the increases on BOJ's open market
instruments, investors re-balanced their portfolios by
shifting into the more attractive 270-day and 365-day
instruments. The attractive interest rate premium on
longer-term BOJ instuments lengthened the maturity
profile on these liabilities. Tenors maturing between 270-
365-days increased from 6.3 per cent at the end of the
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Tablel6 September quarter to 41.7 per cent at the end of the
Treasury Bills Auctions December quarter. (See Table 1.7) Similarly, of the total
Oisiver -Deesil der AU placem ents during the quarter, the placements in 270-day
botr (aw  vi  Almenyaneng | and 365-day tenors increased from 4.2 per cent and 15.2
() ©E$MN)  (TIMN) per cent for the September quarter to 10.6 percentand 61 .2
260ct 182 {15,461 400 €50 per cent respectively during the December quarter. (See
23 Nov 182 17.82 300 650 Table18)
2ibec 182 1703 B0 60 Against the background of significant US dollar borrow ing
Total 1050 1950 at the beginning of the quarter, the capacity for continued
reduction in the Govemment's domestic debt was
Table 1.7 enhanced. This was reflected in the net redemption of
M aturity Profile forBOJ OM O J$6,221.9 million in domestic instruments during the

Instruments (A s atend of period)
December quarter (See Table 1.9). The value of

Sept Dec . ' . .
Tenor P P nstruments auctioned decreased resulting in an over-
) ) subscription of tenors. There w ere no public offers of Local
S s o5 Registered Stock (LRS), while there was a net redemption
31-60 Days 117 104 of J%900.00 million in Treasury Bills. This brought the
61-90 Days 143 8.4 . . i
P s iy stock of Treasury Bills outstanding to J$3,900.00 m illion
121-180 Days 203 131 as at 21 December 2001. An investment debenture issued
181-270 Days 187 122 . [ . .
271-365 Days s "y on 17 October 2001 raised J$9,451.94 m illion resulting in
anet increase of Js$3,653 .8 million.
Table 1.8 Consistent w ith the continued objective of m oderating the
Placem ents in BOJ OM O Interest costs on its debt, the Govemment offered a US
mmggﬁiﬁ;ﬁ‘iﬁiﬁmml dollar indexed bond on the local market. This bond was
September & December Quarters offered at an interest rate of 11 .625 per cent for 3 years and
Sept Dec raised J$1,593.76 million. The conversion factor for
Quarter Quarter

repayment was set at the 10-day moving average selling
rate applicable on the 10th business day prior to the

(%) (%)

30Days 503 216

60 Days 93 17 paym ent date multiplied by a factor of 1.005.

90Days 1.1 34

120 Days 39 02 ,

180 Days 61 13 During the quarter, the Govemment also floated a
270 Days 42 106 Eurobond’ on the intemational capital market. This bond
Yo ey 152 612

was floated iIn accordance with the registration with the
United States Securities Exchange Commission. The

* Excludes overnight transactions during the peripd. , , D
demand for the mstument was overwhelming, raising

? Debt Instrum ents denom inated in an intemational currency and traded
globally

Monetary Policy and Financial Markkts
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Government raises 20-year foreign
bond

Table1.9
GOJ Dom estic Debt Raising
O ctober - Decem ber 2001
Amount Amount Net
Allotted Maturing Redemption
JSMN) TSMN) QM N)
Treasury Bills 1050.0 1950.0 900.0
LRS 0 10569.5 10569.5
Debenture 94519 5798.1 -3653.8
US$ Bonds 1593.8 0 -1593.8
TOTAL 12 095.7 183176 62219
Figure1.9
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US$250.0 million. This issue for 20-years, was the first of
such a long tenor and signalled continued confidence in
Jamaica, In a context of prevailing uncertainties for
em erging m arket instrum ents. The Eurobond was offered at
a coupon rate of 11.625 per cent, 0.125 percentage points
below the 10- yearbond offered in M ay 2001.

The general trend of declining yields on the secondary

market for GOJ G lobal bonds continued during the quarter.

However, intemational shocks had some negative

repercussions during December. The news of Argentina's

debt default led to reduced demand for emerging market
instuments. The yields on the GOJ Global Bonds were

affected by these developm ents and tow ards the end of the

December quarter (see Figure 1.9) showed marginal
increase.

The interest rate differential between selected JS
denom inated assets and GOJ Global Bonds (see Figure
1.10) continued to indicate that the premium on the
domestic currency instruments exceeded the rate of
depreciation in the exchange rate. Despite the temporary
setback in the trend decline of domestic interest rates
during the quarter, the Central Bank supported by the high
level of market flows and foreign currency reserves,
rem ains comm itted to a gradual reduction in interest rates.

Stock M arket

During the December 2001 quarter, there was a marked
improvement in the performance of the stock market
relative to the comparable quarter in 2000. This buoyant
perfomance was reflected in all key indicators of market
activity. Sim ilarly, for the calendar year 2001, activity on
the Jamaica Stock Exchange (JSE) registered an increase
relative to the levels attained for 2000. The outtum for the
December quarter was positively affected by strong gains
in the price of many stocks. However, the advances in the
stock market were moderated by instability in the foreign
exchange m arket and an upw ard adjustm ent in interest rates
during the early part of the quarter.
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There was an increase in the average monthly volume

traded and the average number of transactions during the

December 2001 quarter. The average volume traded

increased to 48.5 m illion units from 38.1 m illion units for
the comparable quarter in 2000 (See Figure 1.11).
Sim ilarly, there wasa 17.1 per cent increase in the average

num ber of transactions to 1293 from 1104. On the other
hand, relative to December 2000 quarter, there was a

decline in average monthly value traded to $212.8 million

from $255.1 million. (See Figure 1.12)

The JSE index at the end of December 2001 was 33,835 .6

points, an increase of 17.1 per cent relative to the 28,893 .2

points at the end of December 2000. (See Figure 1.13)
Similarly, the A1l Jamaica Composite Index and the
Jamaica Select Index also recorded significant advances.
The A1l Jamaica Composite Index at the end of December
2001 was 32,508.9 points, a gain of 20.9 per cent relative

to the end of the previous year. The Jamaica Select Index

also gained 14 .8 per cent, closing at 1015.3 points at the

end of December2001.

For the calendaryear2001, of the 38 stocks actively traded
on the Jamaica Stock Exchange, 25 stocks advanced, 2
traded fim while 11 declined. This compared favourably
w ith the perfomance for 2000 of 19 stocks advancing, 5
trading fim and a total of 15 declining. Further, there was
a19.2 percentand a 6.3 per cent increase in total volume
and value traded regpectively, relative to the previous year.

The stock market outtum for the review quarter was
positively influenced by higher trading volumes and an
appreciation in the share price of many firm s, egpecially in
the latter part of the quarter. The recovery in the volume
traded was influenced by investor profit taking and a
readjustm ent of equity portfolios. As shown in Table 1.10,
many listed fims from the financial, manufacturing and
services sectors had strong gains in the price of their stock.
Notably, Palace Amusement, which recorded the largest
price gain, benefited from greater profitability resulting

Monetary Policy and Financial MarBets



Bank of Jamaica Quarterly Monetary Policy Report, October - December 2001

Table 1.10
Top Ten Perform ers
D ecem ber 2001 ,/D ecem ber 2000
Open Clee Change
as) as) ()
O ther Services
PalaceAmusement 13.00 75.00 4769
Financial Services
Life of Jamaica 0.70 297 3243
TrafalgarDev.Bank 1.75 455 160.0
Dehring, Bunting &
Golding 225 7.00 166.7
FirstLife 4.00 7.10 715
M anufacturing
Salada 6.00 19.00 216.7
Desnoes & Geddes 2.88 5.99 107.9
Goodyear 5.50 9.20 673
Communications
Radio Jamaica 073 145 986
Tourisn
Mo. Freeport 024 042 75.0

Strong performance tempered by
interest rate movements in October

10 Monetary Policy and Financial Markets

from the sale of a non-perfom ing asset, increased cinema
fares and higher viewer attendance. Similarly, financial
fim s such as TrafalgarDevelopment Bank (TDB) and Life
of Jamaica (LOJ) experienced strong im provem ents against
a background of reorganisation and capital restructuring
exercises.

The strong perfomance of the stock market can also be
partially attributed to the lower than expected fallout from
the events of 11 September on the United States. This
served to boost general expectations of more favourable
econom ic prospects, given the projections fora recovery in
the U.S. economy. In addition, foreign exchange flows
have remained fairly buoyant, with the tourism sector
show ing lower than estimated declines in vigitor arrivals
and expenditure.

W hilst the performance of the stock market over the
quarter was relatively strong, there were factors that
moderated the gains in the index. There was instability in
the foreign exchange market, during the early part of the
review quarter and a subsequent upward adjustment in
domestic interest rates (See Bond M arket). These
developments, coupled w ith the relatively tight liquidify in
the money market, served to increase the attractiveness of
invesm ents in foreign currency holdings and G ovemm ent
securities, and lowered stock market activity. Notably, for
the month of October, the JSE index declined by 3.8 per
cent relative to the previous month. However, given the
demonstrated ability of the Central Bank to stabilize the
foreign exchange market, as well as, the bank's
comm itment to maintaining low interest rates, the increase
in dom estic interest rates in O ctober 2001 was perceived as
a short-term measure. A s such the effect of these inhibitory
factors on stock market activity was short-lived.

At the institutional level, there were many important
developments in 2001, which are expected to further
enhance the operational efficiency of the stock market.
Firstly, therewas a reintroduction of the five-day trading
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week' to facilitate increased market activity. In addition,
the membership of the stock exchange was increased w ith

the incorporation of fournew brokerage fim s. Im portantly,

there was also the listing of RBTT Financial Holdings * on
the stock market.

A positive performance of the stock market in the year
2002 is contingent on the maintenance of m acroeconom ic
stability, low inflation and the continued recovery of the
real sector. Importantly, the downward adjustment of
dom estic interest rates, which can be facilitated by lower
demand from the market by the Govemment, will augur
well for the stock market. Further, the elim ination of the
tax on dividends in April 2002 will result in higher capital
gains for equity investors, which would boost interest in
the stock market.

Key initiatives by JSE to be In its effort to play a greater role in the financial system in
implemented in 2002 the year 2002, the JSE has outlined certain key initiatives.
These involve the developm ent of new products, which are
to be traded on the stock exchange and in the over-the-
counter (OTC) market. M utual funds, short selling and
margin accounts® are amongst the new financial products
that are being considered for introduction. The trading of
fixed income securities will also be offered to investment
managers, brokers and custodians through the Jamaica

risks that may be faced by participants in thismarket.Asa
first step in the facilitation of this trading, the JCSD has
provided for the processing and safe custody of fixed

' At the establishm ent of the JSE in 1969 a five-day trading week was
instituted. Trading was reduced to one day in the 1970’s. By 1992
there was an Increase to four trading days.

? RBTT Financial Holdings purchased Union Bank on 15 M arch 2001.
Union Bank was subsequently delisted on the 18 M ay 2001.RBTT was
listed on the JSE on 28 November, 2001.

* Short selling is the practice of selling a borrow ed security w ith the
comm itment to repurchase it at an unspecified later date. This is
usually done in a declining market. M argin accounts allow investors to
borrow a portion of the purchase price of a security that the investor
intends to buy from a securities fimm .

Monetary Policy and Financial Markdis
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income securities and the implem entation of a clearing and
settlem ent system s.

Foreign Exchange M arket

Relative to the first half of the fiscal year, there was

instability in the foreign exchange market during the
December 2001 quarter, particularly in October. For the
review quarter, the weighted average selling rate

depreciated to US$1.00=J547.40 at end-December from

US$1.00=0545.94 at end-September (see Figure 1.14).
This represented a depreciation of 3.2 per cent compared

with the 0.6 per cent depreciation in the first half of the

fiscal year. For the month of O ctober alone, the weighted

average selling rate depreciated by 3.6 per cent to

US$1.00=J%47.57 from US$1.00=J$45.94 at end-
September. The instability in the market during the review

quarter coincided w ith the utilization of currency arbitrage
opportunities, as well as, increased demand by investors
and im porters.

The increased pressures arising from these factors occurred
in a context of uncertain foreign exchange inflows
following the events of 11 September as well as the
residual effects of the disturbances in July. However,
tow ards the end of the review quarter, the supply of foreign
exchange in the market was boosted both by Bank of
Jamaica's sales to the market and Central Govemment's
foreign borrow ing in December.

Prelim inary estimates of total foreign exchange flows
within the economy indicated that there was an excess
supply of foreign currency of approximately US$304.0
million for the review quarter. Relative to the
corresponding quarter in 2000, supply is estim ated to have
increased by US$241.7 million to US$1850.2 million,
while the estim ated dem and contracted by US$96 .3 m i1lion
to US$1546.1 million. (see Figure 1.15).
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Figure 1.16a The increased supply of foreign exchange to the economy
Foreign Exchange Cash Inflows in the review quarter emanated from, inter-alia, official
by Institutions

loans and grants receipts, proceeds from the divestment of

the insurance company, Life of Jamaica, buoyant
rem ittances and enhanced private capital inflows.
Notw ithstanding the excess supply of foreign exchange to
the economy over the review quarter, the increase in
inflow s was largely evident in December and reflected the
impact of a US$250.0 million Eurbond floated by the
Govemment of Jam aica and a W orld Bank loan of US$75.0
m illion. On the other hand, receipts from tourism declined
in the context of the events of 11 September and served as
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US$28.6 million.

The Cambios also recorded a net increase in foreign
exchange inflow s 0of US$47.7 m illion over the quarter. This

Figure 1.16b was due to an increase of US$29.9 million to US$418.0

Foreign Exchange Cash Qutflows

Institutions million in foreign exchange purchases, relative to the
o00 comparable quarter of 2000. Concurrently, their sales
500 declined by USS$116.9 million to US$370.3 million,
700 relative to the corresponding quarter in 2000.

600

50 In contrast, the major market player, the authorized

400 dealers, experdenced a net outflow of US$96.8 million
%00 during the quarter, reflecting the demand pressures
200 particularly in October. Total sales by authorized dealers

100 increased by US$109.6 million to US$895.8 million,
- - -~ - - relative to the December 2000 quarter, while total

o p purchases expanded by US$51.2 million to US$799.0
m illion (see Figure 1.16a and Figure 1.16b). The growth
in foreign exchange sales during the review quarter
reflected increased demand for imports of goods and
services. This is partly explained by the nomal seasonal
import purchases, which was accelerated in a context of
uncertainties in foreign exchange flow s given the events of
11 September.

EBOJ Authorized dealers O Cambio & Other Markets

Demand pressures in October was also exacerbated by
investors' adjusting their portfolios to participate In a

Monetary Policy and Financial Markdi3
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Table1.11

Net International R eserves
(USSMN)

Stock

Dec-00 969.5
Jan-01 9312
Feb-01 1106.6
M ar-01 12863
Apr-01 1281.8
May-01 1480.6
Jun-01 1540.5
Jul-01 1526.2
Aug-01 1599.0
Sept-01 1536.7
Oct-01 14715
Nov-01 1477.0
Dec-01 1840.7
NIR stock doubled in

December 2001

14 Monetary PolicyRnancial Markets

Change

137.8
-38.3
1754
179.7
4.5
198.8
59.9
-14 4
72.8
-62.3
=592
-04
363.7

Govemment of Jamaica US$100.0 m illion bond, issued on
the local market on 28 September. Tow ards m id-O ctober,
pressures re-surfaced in the foreign exchange market in the
context of increased arbitrage opportunities between US
dollarand Canadian dollars.

In regponse to the instability in the market, the Bank of
Jam aica sold foreign exchange in order to augm ent supply
and later adjusted interest rates to discourage speculative
demand. Degpite higher sales to the market, the net
intemational reserves of the Bank of Jamaica in a context
of substantial official inflows in December reached an
unprecedented US$1840.7 m illion at the end of the review
quarter (see Table 1.11). This stock wasUS$306 .4 m i1lion
above the target and represented an increase of US$871 .2
m illion for the 2001 calendaryear.

Gross reserves at end-December was US$1903.3 million,
representing 33 .2 weeks of estim ated goods imports or22 .6
weeks of estim ated goods and services imports, relative to
the intemational benchmark of 12.0 weeks of goods and
services imports.
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Remittances by Institutions: 1997 - 2001
Market Share (%)

! Rem ittance does not include funds sent to m igrant’s bank
accounts or funds sent to m ake m ortgage or service
payments.
? Formore information, see martin Suzan, “Rem itance
Flowsand Impact”, 17 M ay 2001.

* See Multilateral Mvestment Fund, Inter-American
Development Bank, “Remitances to Latin America
and the Cardbbean: Comparative Statistics”, M ay 2001.

Monetary Policy and Financial Mark&ss
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Tablel

REM ITTANCES IN COM PARISON TO KEY ECONOM IC INDICATORS

1997 1998 1999 2000

Ren itanesUSSmn 6612 6771 6930 8143
Rem ittancesas% of:

GrossDanestic Product 101 101 107 123
M erchardise Exports 389 420 462 524
ow .BaxieAlmia 913 93 1013 1116
Tourism 585 566 542 611
DiectIvesmentTrflows 3252 1834 1323 1785
Tnpots 233 247 258 280

Monetary Policy and Financial MarReTs



2. RealSector Developm ents

Table2.1

Sectoral Contribution to G row th
FiscalYear to End Decem ber 2001

Estim ated
Impacton
Growth
+ve
+ve
+ve
+ve
+ve

1.G00DS
AGRICULTURE FORESTRY & FISHING
MINING & QUARRYING
MANUFACTURING
CONSTRUCTION & INSTALLATION

2.SERVICES
BASIC SERVICES

Electricity & W ater
Transport Storage & Communication

+ve
+ve
+ve
+ve

OTHER SERVICES
D istributive Trade
Financing & Insurance Services
Real Estate & Business Services
Producers of Govemm ent Services
M iscellaneous Services
Households & Private Non-Profit Tnstdt

TOTAL GDP

Estimated Growth in GDP for
fiscal year to end-December

Table22

Sectoral Contribution to G row th
Third Quarter 2001/02

E stim ated
Impacton
G rowth
e
-ve
-ve

1.G00ODS
AGRICULTURE FORESTRY & FISHING
MINING & QUARRYING
MANUFACTURING
CONSTRUCTION & INSTALLATION

2.SERVICES
BASIC SERVICES

Electricity & W ater
Transport Storage & Communication

OTHER SERVICES
D istributive Trade
Financing & Insurance Services
Real Estate & Business Services
Producers of G overmnm ent Services
M iscellaneous Services
Households & Private Non-Profit Tnstit

TOTAL GDP
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Overview

An assessment of the perfom ance of the real sector for the

fiscal year to end December 2001 suggests an expansion in

econom ic activity of approximately 1.5 per cent over the

corresponding period of 2000. The goods and service

sectors expanded by an estimated 1.6 per centand 1.2 per

cent, respectively, during the period. A 11 sub-sectors in the

goods sector were estim ated to have increased while in the

services sector, estimated growth in basic services
outweighed a decline in other services. The overall
expansion in output was due primarily to the positive

developments in the first half of the fiscal year, as there

was an estim ated decline for the December 2001 quarter.

The performance in the goods sector for the fiscal year to

December was due mainly to the strong recovery in the

agriculture sector, driven by improved weather conditions
and increased replanting activities. The decline in other
services reflected a contraction in the output of the

m iscellaneous and financial services sub-sectors. The
value added in the m iscellaneous services was adversely
affected by the negative shocks to the travel industry, while

the decline in the financial sectorwas due to the fall in the

value added of the Central Bank which offset moderate

grow th in the rest of the sector.

Aggregate Supply for the December Quarter
Although there was an overall decline in output for the
review quarter, real grow th was estimated in most sectors
of the economy. Among the goods producing sectors,
construction and manufacturing sectors showed
improvements, while agriculture and m ining sectors
recorded declines, relative to the corresponding period in
2000. For the services sectors, growth in basic services
was partially offset by a decline in other services,
particularly the m iscellaneous (tavel services) and the
financial services sectors.
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The estimated contraction in the agricultural sector was
inferred, in part, from the decline in crops produced for the

export market, which was partially offset by a marginal
growth in the production of domestic crops (see Figures
2.1 and 2.2). The poor perfomance of export agriculture
was due mainly to declines in coffee and banana

production. During the quarter, diseases, pests and flood

rains, particularly in the major coffee producing
northeastem parishes, adversely affected the sector. In

addition, the late m aturing of som e dom estic crops, such as

legum es also contributed to the decline in the sector.

The rate of growth in output from the m ining sector
declined significantly in the December 2001 quarter
relative to the preceding quarter. This was due prim arily to
the temporary closure of the Jamalco Halse Hall plant,
which accounts for 27.0 per cent of the Country's alum ina
production. The closure, which resulted from a labour
dispute, was extended to facilitate maintenance work.Asa
result of this development, alum ina and bauxite production
are estimated to have fallen by 20.8 and 6.7 per cent,
regpectively, rlative to the previous quarter. However,
crude bauxite production is estimated to have increased by
72.0 per cent when compared to the December 2000
quarter, reflecting the full resumption of the Grammercy
Refinery plant in Louisiana (see Figure2.3).

The manufacturing sector is estimated to have grown
marginally in the review quarter relative to the
corresponding quarter of the previous year. This assessment
is based on recent trends in food processing, petroleum
refining and production of sugar, molasses & rm and
beverages. The performance of the sector was however
dampened by declines in the value added of other
industries, particularly the apparel and tobacco industries.

The construction and installation sector is estimated to
have grown over the review period. This growth was in
part, inferred from an estimated increase of approxim ately
5.0 per cent in cement sales, as well as, from an expansion
in loans to the sectorrelative to the corresponding period of
2000 (see Figure 2.4). Since July 2001, there have been
monthly increases in loans to the construction sector.

Real Sector Developmentd9
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Figure2.5
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Another indicator, construction material imports, also
increased significantly by approximately 50.0 per cent in
the September quarter, and the trend is expected to have
continued for the December quarter. Govemment's
construction activities and rad repairs, as well as the
construction of cellular sites in the rapidly grow ing
comm unications industry accounted for the m ajority of the
increase in materials for the construction sector.

The basic services sector, which comprises electricity &
water and transport, storage & communication industries,
is estimated to have grown in the quarter. For the
electricity & water industry, an expansion was inferred
primarily from an increase in total electricity sales of 2.2
percent (see Figure 2.5). The grow th in transport, storage
and communication sector was driven mainly by the
communications sub-sector, which had a new entrant
during the quarter. The grow th w as also corroborated by an
estim ated increase in the number of fixed lines. Output in
the transportation sub-sector is estim ated to have declined
during the quarter, relative to the December 2000 quarter.
This assessment is based on the decline in air
transportation in the aftemath of the events of 11
September (see Box 2).

M arginal growth is estimated for the distribution sector
for the review quarter relative to the corresponding quarter

in 2000. This grow th is inferred partly from personal loans

extended to the sector, which increased by approxim ately

16.1 per cent. Additionally, consum er imports for the three

consecutive quarters to September 2001 increased on

average by 2.0 per cent per quarter.

The m iscellaneous sector, which includes the hotel,
restaurant & club sub-sector, is estim ated to have declined
during the December 2001 quarter. The tourism industry,
the prim ary driver for the sector, was negatively affected
by the decline in world travel consequent on the events of
11 Septemberand the weakerUS economy . V isitor arrivals
and expenditure figuresare estimated to have declined by
17 4 per cent and 21.8 per cent, respectively, relative to
December 2000 quarter (see Figure 2.6a & 2.6b). The
extent of the decline was influenced greatly by the fact
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that the USA accounts for approximately 70.0 per cent of
Visitors to Jam aica (see Box 2).

Aggregate Demand for the December Quarter
Indicators of consumption suggest an expansion in both
private and Govemment consumption in the Decemoer
2001 quarter relative to the corresponding quarter of 2000.
This represents a continuation of the trend observed in the
September 2001 quarter (see Figure2.7).However, the 12-
month rate of growth in Govemment consumption
registered a decline in the December 2001 quarter relative
to the corresponding quarter of the previous year, due to a
lower incidence of retroactive salaries being paid during
the review period (see Figure 2.8). Private consumption
continued to increase steadily over the quarter.

Indicators of investment demand revealed that for the
review quarter, both public and private investments were
higher relative to the December 2000 quarter. How ever, the
increase in private invesment was less than that of the
public sector (see Figure 2.9). The growth in public
investments  reflected  increased  infrastructural
rehabilitation and more developm ental projects.

W ith respect to net extemal demand, it is estimated that
there was an Improvement in performance for the review
period, relative to the corregponding quarter in 2000 (see
Figure 2.10) .However, this Improvem ent is predicated on a
low er estim ated grow th for imports for the quarter.

In summary, the overall assessment of aggregate demand
forthe review quarter suggests an increase when com pared
to the corregponding quarter of 2000. This was reflected in
the estimates of changes in expenditures, which showed
improvements in consumption, investment and extemal
demand.

Real Sector Development21
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Table 1
Selected Tourism Statistics
(January - August)
2000 2001 % Change
(@) Total Stop Overs (000) 941.1 953.9 14
Foreign Nationals Stopovers 870.1 893.1 26
Non-Resident Jam aican
Stopovers 71.0 60.8 -14 4
(b) Cruise Passengrs 609.5 605.3 -0.6
TotalV isitor
Amivals (@) + () 1550.6 1559.2 06
Total Expenditure US$ ('000) 9306 938.5 0.8
Expenditure per person US$ 600.2 601.9 0.0
Table 2
Selected Tourism Statistics
(September - D ecem ber)
2000 2001 % Change
Arrivals (000')
No. of visitors 679.7 5614 -174
Stop-Overs 3816 299.1 216
Non-nationals 3493 2755 211
Non-resident Jam aicans 323 236 -26.8
Cruise Passengers 298.1 2623 -12.0
V isitor Expenditure
(US$ million) 4023 3145 218
Expenditure Per Person US$ 591.9 560.2 53
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3. Inflation

Single digit inflation for fifth
consecutive calendar year

Figure3.l
Quarterly Headline & Core Inflation
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Figure3.2
Annual Average & Point-to-Point Inflation
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Average West Texas Intermediate
Crude Price (USS$) per Barrel

$ $ P H H » YNNI
G Ol R R

26

&

E
e

Headline Inflation

The Consumer Price Index (CPI) during the December
2001 quarter increased by 1.2 per cent. This outtum

compares satisfactorily with the September and June

quarters when inflation recorded rates of 2.7 and 2.9 per
cent, respectively (See Figure3.1). The lower inflation for
the review quarter is attributed to slow er rates of grow th in

Novemberand December. The 0.1 percentand 0.3 percent

growth registered for November and December,
respectively represents the lowest monthly changes for the
fiscal year 2001/02. The outtum for the review quarter
brings inflation for the fiscal yearto-date to 7.0 per cent,

and that for calendar year 2001 to 8.7 per cent. This

represents the fifth successive year of single digit inflation

in Jam aica since the early 1960s.

The trajectory of inflation is reflected in both the twelve-
month point-to-point and the annual average inflation rates
(See Figure 3.2). Degpite the attainment of single digit
inflation at end-December 2001, the twelve-month point-
to-point inflation rate was higher than the corresponding
periods of the three previous years. However, the annual
average inflation rate of 7.0 percent atend-D ecember2001
was lower than the 8.6 per cent and 8.2 per cent recorded
for the corresponding periods of 1998 and 2000, but
marginally higher than the 6.0 per cent recorded for the
sim ilar period of 1999.

Headline inflation of 1.2 per cent for the December 2001
quarter was lower than projected ' .The lower than

' Inflation for the D ecember quarterwas projected at 1.9 + 0 4 percent
- see Quarterly M onetary policy Report, July to September 2001,
pg.39.
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Table 3.1 projected outtum resulted predom inantly from a slower
ot el Prj-ces(;’f z;ﬂecmd SRS | than expected grow th in prices for som e com ponents of the
S . . . .
Food & Drinlkxpenditure group, influenced in part by
Commodity — Units Sept-01 Dec-00 Dec-01 lowerdemand from the tourism sector.
Vegetable 0ils . ) . ) . )
Coconutoil — $/t 3477 34530 325.30 Lower inflation during the review period, relative to the
Groundnutoil $/Mmt  665.7 685.00 667.30 12
e, [ | s |50 o June 2001 and September 2001 quarters was facilitated by
auspicious domestic and intemational factors. These
Grains . : , "
Soppeanmezl St 1843 20670 179.00 include the moderating influences of declining Starchy
Soybean $Mmt 2073 208.70 18830 Foodprices, relatively low and stable prices for crude oil
Mai St 91.7 90.60 89.30 R .
s:;}emm Sht o947 9550 9520 resulting from weak global demand, stable prices for
WheatCanada $Mmt 148 15250 148.50 imported food commodities and modest declines in the

Rice (A1) $mt 1421 13130 138.50 o ] Lo
costs of utilities and air fares. In contrast, the depreciation
Exports

of the exchange rate and increased seasonal demand
Sugar (EU) Ctskg 5257  52.89  52.77

Sugar US)  Ctskg 4678 4756 46.97 imparted a moderate inflationary impulse during the
Sugar World) Ctskg 17.96  22.56  16.42
Banana (EU) S/t 686 628.20 677.80 qualter

Source: W orld Bank, Commodity Price Data

Inflationary pressures from imported prices w ere generally
muted during the review quarter. The decline in oil prices
for the quarter was reflected in the generally lower
dom estic prices for petroleum -based products, electricity
and water rates. The average price per barel for the
Figure 3 4 benchmark W est Texas Intemediate (7 TI) crude at end-

Exchange Rate Stability
December 2001 was US$20.33 compared to US$26.69 at
48

61 - end-September 2001 quarter. In addition, intemational
44 / prices formost im ported food comm odities either declined
:é or were relatively flat when compared with the preceding
38 ; ; — ; quarter and the corresponding quarter of 2000 (See Table

s 3.1). This reflected the general pattem of declining global
comm odity prices em anating from excess supply.

Dec-

- de Ao
o SO Qo
- %]

Mar-

' . .
to do Qo
5SS 05 98
e (2] o

Mean Mean+1SD Mean -1SD ‘

For the review quarter, the pass-through of the exchange
rate depreciation to domestic prices was lim ited by intense
com petition w ithin the retail trade. A lthough the exchange
rate depreciated by 3.6 per cent in October, this
depreciation was not substantial enough to prompt wide
scale price adjustm ents (See Figure 3 4). Furthemore, the
demonstrated ability of the Central Bank to stabilize the
foreign exchange market might have served to lower
expectations of future depreciation.
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Figure3.5 Contribution to Inflation
Changes in Inflation by . . . .
Expenditure Group During the review quarter, the expenditure groups exerting

the highest inflationary impulseswere Food & Drink, Fuel
& Other Household Supplies, Healthcare & Personal
Expenses, Personal Clothing Footwear & Accessories and

40% -20% 0% 20% 40% 60% 80% 100%
B Sep-01 ODec-00 ODec-01

ME = Miscellaneous; TRN = Transportat
PCFA Personal Clothing Footwear
Accessories; HPE = Healthcare & Pers
Expenses; HFF = Household Furnishing
Furniture; HOME = Housing & Other Hou
Expenses; FHS & Other Household Supp

Household Furnishings & Furnit@hne indices for these
five categories expanded by 2.1, 1.2, 1.0, 0.5 and 0.4 per
cent respectively. The groups exerting countervailing
pressures on consumer prices were Housing & Other
Housing Expenses and Trangportation, these contracted by
%11 and 0.3 per cent, respectively (see Figure 3.5).Food &
”a}?n’nk, which is weighted heavily in the CPI, contributed
in92 .8 per cent to the period's inflation outtum. This is in

ies;

tontrast to the corresponding quarter of 2000 when the
Food & Drink sub-index declined by 2.5 per cent and
reduced overall inflation by 205 .3 per cent.

FD = Food & Drink

Growth in the Food & Drink sub-index during the review
period originated primarily from a 6.4 per cent rise in the
Vegetables & Fruiub-category and 4.5 per cent for
Starchy FoodsSmaller increases of 1.9, 1.4 and 1.2 per

cent were recorded for Dairy Products Oils & Fats, Meat
Poultry & Fish and Other Food & bevermgpactively.
This is in contrast to the sim ilar period last year when the
Starchy Foods and Vegetables & Fradsindices
declined by 17.6 and 5.7 per cent, respectively (See Figure
3.6).

Figure3.6
Changes in Components of the
Food & Drink Group

Others Food & Beverages

Ve

Baked Produdts Cereals & Bfeakfast Drink
Dairy Produgts Oils & Fats

Meats Poultry & Fish

Meals Away from Home

-10 5 0 5

The general trend is for prices of Starchy Foodsnd
Vegetables & Fruite decline during the December and
M arch quarters (See Figure 3.7).In tem s of the December
2000 and M arch 2001 quarters, this trend was very
pronounced, a consequence of a sharper recovery in
domestic crop production and greater use of imported
substifutes. However, during the review quarter, prices of
Starchy Foodand Vegetables & Fruidid not fall as early
as customary or by the expected magnitudes. In fact
significant reductions in some Starchy Foodwere only
observed in November and December. Prices in October
were unusually high because of heavy and prolonged
rainfall, which disrupted harvesting and transportation.

Figure3.7
Long-term Trends in Starchy
Food and Vegetables & Fruit Prices

1% & ?é@ » 5&»@%& d"’\ééoé’

.i%d'\)om-bc»oo

‘—Starchy —— Vegetables ‘
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Additionally, substantial volumes of vegetables and fruits
were lost to fungal diseases associated with excess
moisture due to unusually heavy rainfall.

The Fuel & Other Household Supplimb-index
contributed 5.5 per cent to overall inflation. The
contribution of this sub-index to inflation was less this
quarter relative to the corresponding quarter of the
previous year when it contrdbuted 10.0 per cent. The
primary item driving prices in this group during the review
quarter was charcoal. W eather conditions throughout the
period had a negative impact on its production and
consequent availability. The contribution of this
expenditure group to overall consumer price inflation
would have been more substantial in the absence of
significant reductions in the ex-refinery prices for liquid
petroleum gas (LPG) and kerosene.

The Healthcare & Personal Expemyesp contributed 5.6
per cent to overall inflation for the quarter. This is
substantially lower than the corresponding quarter of the
previous yearwhen itaccounted for28.7 percent of overall
inflation. This implies that consumers might be relying
more on public health care facilities thereby reducing the
demand for the services of private health care providers.

The Personal Clothing Footwear & Accessgroep
contributed only 2.0 percent to overall inflation during the
December 2001 quarter. This compares w ith a contribution
of 12.2 per cent for the corresponding quarter of the
previous year. Readymade Clothing & Accessories and
Footweamre the sub-groups whose prices tend to increase
during the Christm as quarter. However, for the December
2001 quarter, these prices increased by less than 0.5 per
cent, in contrast to the comparable period of the previous
yearwhen increaseswere in the orderof 2.0 per cent. This
supports the earlier assertion that competition within the
retail trade has served to contain inflation.

The Household Furnishing & Furnigmuwp contributed
0.9 percent to overall inflation during the review quarter,
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Table32 com pared to 34.7 per cent for the comparable period of the
previous year. During the December quarter, Furnishing
O ther usually accounts formost of the price increases w ithin the
) e e group. For the December 2001 quarter, however,
Furnishingcontributed only 0.7 per cent to overall
FZ;Z; ;’Oi;‘;“ f—,ll 1; }j’ 11'%4 inflation, compared to 30.7 per cent for the corresponding
~Vegetables & Fruits 7a 104 34 quarter of the previous year. However, the Index for the
FUELS & OTHER Other Housing Expenses sub-categorgrew by minus 1.8
?Eu‘;i““” SUFFLIES z; 13 3)3 per cent and contributed minus 8.4 per cent to overall
HOUSIG & OTHER inflation for the December 2001 quarter. This was due
HOUSING EXPENSES 11 07 4 mainly to reduction in electricity rates, which offset the
e oo increases in telephone and water rates. Housing & Other
HOUSEHOLD FURNISHINGS X J 1A g
. FURNTIORE 04 05 o Housing Expenses W?.S the sub-index prov:o'!mg tl'lle highest
- Fumiture 00 06 02 net countervailing mfluence on overall inflation. The
HEALTHCARE & PERSONAL group contributed a negative 6.0 per cent to overall
EXPENSES 08 1.0 i3 jnﬂau'on.
PERSONAL CLOTHING
FOOTW EAR & ACC. 03 11 04 . . .
The Transportatiogroup also provided net countervailing
FRANSPORTATION o0 influence on overall inflation. For December 2001, this
rrorens 008 e on o index grew by m inus 0.3 per cent and contributed m inus 1.5
per cent to overall inflation. The significant decreases in
ALL GROUPS 12 1.9 0.7

airfares outw eighed the increases in other item s w ithin the
group. In particular, the cumulative 26 .0 per cent reduction
in airfares over the five months to December 2001 resulted
from discounting for summ er travel, the fallout in air travel
after the events of 11 September and the recession in the
world's larger econom ies. In addition, there were declines
in dom estic petrol prices of 21 .2 per cent for 87 O ctane and
20.0 per cent for the 90 O ctane grade.

Regional Distribution of Inflation

During the review quarter, the CPI increased by 1.9 per
cent in the Other Townsl.2 per cent in the KMAand 0.7
per cent in the Rural Areas In general, prices for Starchy
Foods and Vegetable & Fruitsxplained most of the
regional variations. Prices of Starchy Foods and Vegetables
& Fruitsincreased more rapidly in Other Townfollowed
by KMA and Rural AreasThis was because suppliers
considered the KM A market to be most lucrative, given its
overwhelm ing relative size, hence it is oversupplied,
resulting in depressed prices. The converse is that Other
Towns are undersupplied and hence experience higher
prices.
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Figure 3.8 The price of charcoal and LPG is generally higher in the
Core Inflation (3 months) KMA . First, charcoal is in greater demand in the KM A
given that Jerk M eat segment of the Meals Away From
Homemarket is concentrated in this region. Second, with
regpect to LPG, demand tends to be greater in the KM A
given urban concentration and lack of viable substitutes.

per cent

oMW sOO N
L +

PPN D DPRD DS S DD . . .
FHAEF G F T cﬂ@@%@@ Relative to the KM A , the Rentalindex increased at a faster
Quarer but equivalent rate in the Other Towns and Rural Areas
This is due mainly to greater scarcity of different types of
Figure3.9

Buse Money Growth & Core rental units in these regions relative to the KMA .

20 1.00

Core Inflation and Monetary Policy

% 12 | Wi 823 % Quarterly core inflation has been on the decline since the
3 -10 :8;’3 S mid 1990's (see Figure 3.8), a path that is consistent w ith
S 5 - 000 more stable and consistent monetary policy. Over the past
two years quarterly core inflation has remained w ithin the

| Base Money Core | 0.8 to 1.4 per cent range, averaging 1.1 per cent.

Core inflation remained within | Core inflation for the review quarter was estimated at 0.6
target per cent, com pared w ith 0.8 per cent for the corregponding
quarterof 2000. For the fiscal year to end-D ecember, core
inflation was 2.7 per cent in comparison to the 3.1 per cent
recorded for the corresponding period of the previous year.
Table 33

For the fiscal year-to-date, core accounted for 38 .2 per cent
5 ber 2001/02 Lo : '
April to Decen ber 2001/ of the headline inflation, while shocks w ere responsible for

FYTD » the remaining 61 .8 per cent. The shocks to Transportation,
Infetin  Contriution ) )
&) 5 0 therHousing Expenses Agriculture and Postage were 1.3,
m inus 0.12, 2.28 and 0.88 percent, regpectively (See Table
Shocks 433 618 33)
Transgpartatin 130 186 T
OtherHousngExpenses 12 18
;ﬁ 33; ;2 The relationship betw een the two-m onth lagged percentage
Agriarhue 228 s change in base money and monthly core inflation is
Stachy Foods 132 188 depicted in Figure 3.9. M onetary policy impulses were
Mg s oLz L inin al during the revi this resulted from th
Postzce 058 s m inimal during the review quarter, this resu m the
CORE 268 382 m onetary base being on target for the first half of the fiscal
TOTAL 7.00 100

yearand therefore w ould not contribute to excess aggregate
dem and during the December 2001 quarter.
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* The Cotonou Agreement is the successor to the Lomé IV
Agreement, which granted preferential access to the EU
marketby ACP states.

! The results of the Conference are contained in three
documents: The M inisterial Declaration, The Decision on
Inplementation-Related Issues and Concems, as well as The
Declaration on the TR IPS Agreem ent and Public Health.
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‘ The Cotonou Agreement is the successor to the Lome IV,

which granted preferential access to the EU market by ACP

states.

*Article 1:1 of the GATT (1994) establishes the most-

favoured nation rule. This requires parties to ensure that if
_— special treatment is given to the goods or services of one
* Paralle] importation allows a country to shop around for the country, they must be given to all W TO members. No one
best price of a drug on the global market. country should receive favours that distort trade.
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¢ The "Singapore issues" were those raised at the 1996 Singapore
M inisterial Conference. These are issues related to investment,
competition policy, transparency in govemment procurement and
trade facilitation.
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4, Econom ic Outlook and M onetary Policy Perspectives PN
Outlook
Table 4.1 Jam aica's econom ic perfom ance for the first half of fiscal

Jam aica’s Econom ic Perform ance Targets year 2 001/ 02 Signabd that the econom ywasona path of
recovery. During that period, economic growth was
estimated at 3.0 per cent, the Bank 's signal rate declined by
125 basispoints, the NIR increased by US$254 m illion and

Targets Acutal Variance

NIR Stock US$mn) 13363 15367  200.7 :

ety | oo | s ) the fiscal accounts were broadly on target (see Table 4.1).
FiscalBalance/GDP  -421% -4.09% 012 However, since then the econom y hasbeen beset by a series
Primary Balance/GDP  3.61%  3.19% 042

of adverse exogenous shocks, the m ost significant of which
was the events of 11 September.

Table 4.2 The confluence of these shocks tempered the mate of
SM P Revised E conom ic Perform ance econom ic expansion, affected confidence in the foreign
Targets & Forecast exchange m arket and reduced G ovemm ent's revenue flow s,

thereby necessitating som e revisions to the m acroeconom ic
e A 1M ar 2002 forecasts and som e econom ic targets (see Table4 .2).Given
Org. Rev Orig Rev the im pacton the fiscalbudget, the target for the deficithas

2001/02

NTIR Stock

US$mn) 133 1530 1386 1580 been revised 4 .1 percent of GDP from 2.8 percentof GDP.
NDA of the L] ; :

conina | s | smm | g | s Ac%dlltlona]ly, th? NR is targeteld to JmprovTe Iby USs 297
Fiscal m 1lion for the fiscal year, relative to the original target of

IBal./GDP 4.1% -5.5% -2.8% 4.1% US$100 m ]] : n
Prmary

Bal.GDP 6.65 52% 10.8% 9.9%
Inflation* 5-6% 8-9% . .
F— The forecast for econom ic grow th for the fiscal year has
GDP* 243 1% been revised downwards t 1.0 to 2.0 per cent from the
azc‘k“;;“h original 2.0 to 4.0 per cent, due mainly to the estimated

contraction in the December 2001 quarter. However, an

* forecasts expansion in econom ic activity is anticipated forthe M arch

2002 quarter, driven mainly by strong recovery in the
m ining sector and to a lesser extent the agriculture sector.
Given the resumption of production at the JAMALCO
bauxite/alum ina plant output from the mining sector is
expected to expand by some 12.0 to 15.0 per cent. The
growth in the telecommunications sector should continue
into 2002, albeit at a slower rate. While a positive
performance is expected for the manufacturing sector,
relatively weak com petitiveness will continue to retard its
rate of expansion.
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The tourism sector is expected to record some recovery in
the M arch quarter relative to the December 2001 quarter.
However, output will be lower than the corresponding
quarter of 2001, as weaker winter tourist amrivals are
anticipated. Projections are for a 1.0 per cent decline in
total tourdst arrivals forthe M arch 2002 quarter® relative to
the M arch 2001 quarter. (See Box 2 This is in contrast to
the estimated 174 per cent decline in the December
quarter.

The outlook for tourism reflects the expectations of
econom ic trends in Jamaica's main market -the United
States. Expectations are foram ilder recession in the M arch
2002 quarter or possibly marginal economic growth. A
prolonged US recession is not expected and the general
consensus seems to favour a recovery by the June 2002
quarter.

US economic recovery expected by ThlS view 1is supported by the most rec.ent trends in leading

indicators such as the consumer confidence and consumer
the second half of 2002 . . . . T
sentiment indices, index of leading econom ic mndicators
and m anufacturing . The prospects foreconom ic recovery in
the USA should be boosted by the passage of the
Govemment's economic stimulus package and any
additional interest rate cuts during the M arch 2002 quarter,
consequent on lower inflationary expectations. This
outlook 1is consistent with the World Tourism
Owanization's projection of a rebound in world travel
during the second half of 2002.

The impact of lower tourism revenues on the curent
account of the balance of paym ents during the M arch 2002

quarter will be partially offset by continued buoyancy in
remittance flows (See Boxes | and )2 However, the
combination of the shock to tourist travel, weaker
intemational demand and at best a stable tems of trade,

w 111 see som e w idening in the current account deficit. M ore
importantly, continued buoyancy in financial flow s w ill be
sufficient to finance this deficit.

! Source: Jam aica Tourdst Board
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Single digit inflation projected for

FY 2001/02

Figure4.l
12 Month Inflation
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G iven the shocks to inflation that characterized 2001, the
revised econom ic programm e envisages an inflation rate of
8.0 to 9.0 per cent for the fiscal year 2001/02. The Bank 's
projection indicates that, in the absence of any adverse
shocks in the M arch 2002 quarter, this w i1l be com fortably
met given the stable low core inflation. Thus, despite the
earlier shocks, the tight base money management will
contribute to a continuation of single digit headline
inflation for the fiscal year.

The main inflationary impulses during the Maxch 2002
quarter are expected to emanate from the impact of the
m inimum wage increase on the Housing & O ther Housing
Expenses sub-index and adjustments in electricity rates.
The announced 50.0 per cent increase minimum wage is
expected to account for approximately 85.0 per cent of
inflation in January 2002. Seasonal increases in insurances
premiums will also exert some inflationary pressures,
albeit moderate.

The anticipated recovery in agriculture coupled with
seasonal lower domestic crop prices, and lower imported
inflation will temper inflationary impulses to the main
Food & Drink sub-index. Recent trends in major
indicators such as producer and energy prices in the USA,
suggest continued low inflation in that country in the
M arch 2002 quarter. AdditHonally, it is anticipated that oil
priceswill remain in the US$20 to US$25 range, reflecting
weaker global demand and OPEC 's continued difficulty in
coordinating production cuts, particularly among non-
OPEC producers.

G iven these factors and a stable exchange rate relative to
the previous quarter, inflation is expected to approximate
1.2 percent (+ 0.3 percentage point), relative to the 1.2 per
cent and 1.6 per cent recorded in the December 2001 and
M arch 2001 quarters, respectively. The forecast for
inflation for the fiscal year 2001/02 is therefore projected
at 8.3 percent (+ 0.3 percentage point).

For the 2002 calendar year, barring any shocks to dom estic
production, particularly crop production, and any further
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Figure4 .2
Commercial Banks’ Statutory
Cash Reserve Ratio
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increases In adm inistered prices, inflation is expected to
fall to the 5.0 per cent to 6.0 per cent range.

Monetary Policy

Given the chort to medium tem outlook for inflation and
real sector activity, the Bank's policy during the M arch
2002 quarter, will be focused primarily on ensuring
stability in the foreign exchange market along with
facilitating the resumption of the downward trend in
dom estic interest rates. W ith aN IR stock of USS$1 .8 billion
at end December 2001, the Bank is better able to manage
exchange rate fluctuations, in the wake of lower seasonal
tourisn flows. The Bank of Jamaica will continue to
closely monitor developments and prospects in the
financial markets and adjust its interest rates accordingly.
The programmed one percentage point reduction in the
cash reserve ratio will be effected in M arch 2002, bringing
the ratio to 9.0 per cent relative to the 12.0 per cent that
prevailed atM arch 2001 (see Figure4.2).

M onetary conditions over the M arch 2002 quarter will be
influenced by nomalization in the monetary base, the
Bank's operating target, with the base programmed to
decline by 14.0 per cent mwlative to the 15.2 per cent
increase in December 2001. The targeted decline in the
base is in a context where currency demand is expected to
nom alize over the quarter, with an anticipated decline in
the stock of currency issue mainly in January.

G ven the seasonal pattems in the currency to deposit ratio,
broad money M 3J) is also projected to decline by
approximately 1.3 per cent.

The strong econom ic perfom ance that was recorded in the
first half of the fiscal year was disrupted in the December
quarter. However, some recovery is anticipated in the
M arch 2002 quarter. Real GDP is projected to register
positive grow th for the fiscal yearand inflation is expected
to remain within single digits. Further, supported by
prudent fiscal management, domestic interest rates are
expected to resume their downward trend. In this context,
monetary policy will remain broadly supportive of the
recovery process, by ensuring continued stability in the
foreign exchange and financial markets and the
containm ent of core inflation.

Economic Outlook and Monetary Policy PerspedBves



Appendices i

A .FiscalDevelopm ents: O ctober - Decem ber 2001

Prelim inary estimates indicate that in the December 2001 quarter Central Govemm ent operations
resulted in a deficit of $8841.1 million or 2.5 per cent of GDP relative to a targeted deficit of
$6329.0 million or1.8 percent of GDP. The prim ary balance, which deviated from targetby $796.0
m illion, was 1.9 per cent of GDP relative to a target of 2.1 per cent of GDP. This out-tum resulted
from lower than expected revenues, which was reflected in all the major categories and higher than
targeted expenditures.

Prelim inary data for the December quarter indicate that tax receipts fell below target by $3581 4
m illion or 14 .5 per cent. This was largely reflected in the Icome and Profits categories and
Production and Consum ption categories, which were lower relative to target by $1521.7 m illion and
$1451.7 m illion, respectively. W ithin the Incom e and Profits category, tax on interest and corporate
taxes reflected the most significant declines relative to target, while lower GCT (local) receipts
contributed significantly to shortfall in taxes classified under Production and Consum ption. Notably,
revenue perfom ance in the Intemational Trade category w as affected by the events of 11 September
2001 in the United States, which had a significant impact on foreign related business. As a
consequence tax receipts in this category (in particular custom s duties, travel tax and GCT) were
$608.0 m illion below target.

The $1088.2 million increase in total expenditures rwlative to target was largely reflected in
recurrent expenditures. Interest payments, which exceeded target by $1716.0 million during the
quarter was partly offset by lower expenditure on programmes and wages and salaries. Capital
expenditures, which in previous quarters had been below target, marginally exceeded target in the
D ecember quarter

During the D ecem ber quarter, G overmm ent financed its deficit and am ortised dom estic debt through
an increase in extemal borrow ing. In this regard, the Govemment raised US$250.0 m illion on the
intemational capital market in December. Concurrently, the fiscal accounts benefited from an
emergency loan of US$75.0 million from the World Bank. This was augmented by grants of
Canadian $20.0 million and Euro 15.0 m illion for the Jamaica Budgetary Support Project and the
Support to Econom ic Reform Programme 2001-2003 (SERP 11), respectively..
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Fiscal Perform ance

Com paritive Analysis

J$ M illion

Provisional
2001,/02 SM P 2001/02 SM P

Q3 Q3 Change Q1-Q3 Q1-Q3 Change
Revenue and G rants 25 383.00 26 806 90 -1423.90 73 831.00 75 254 90 -1423 90
TaxRevaue 21148 60 24 730.00 358140 64 848 80 6843020 358140
CapitalRevane 116860 42950 73910 211510 1376.00 73910
Other (ncl.Non-ax) 3 065.80 164740 141840 686710 5448.70 1418 40
Expenditure 3422410 3313590 108820 96111.70 95 023 50 108820
Reaument Expenditine* 3171320 30 712 40 1000.80 87 66930 86 668 50 1 000.80
Capital Expenditine 2258.70 217130 8740 7 806 20 7718 80 8740
MF #1 Accoun 25220 25220 0.00 63620 636 20 0.00
Unallocatedt
OverallBalance 884110 -6 329.00 251210 22 280.70 -19 768 60 251210
CurrentBalance -7498 80 -4 335.00 3163 .80 -15 953 40 -12 789 60 316380
Prin ary Balance 6 858 20 7 654 20 =796 .00 17 77230 18568 30 =796 .00

Perform ance Indicators
(percentages of GDP)

FY2001/02
Q3 FY2001/02 SM P
Q1-Q3 FY2001/02

Q1-Q3 FY2001/02SM P

Key
BR =BonowingRequirament

CB = CunentBalnce = CunentRevae - Cunent Expendinne as a percentage of GDP

PB = Prinary Balmnce = ToalRevawes - Toal Expaditne less terest Payments (IP) asa peraantage of GDP
P = himrestPaymentsasaperantzge of GDP

FSR = Figal Stability Ratdo = Overall Balance/ToalRevare) -1

Intemational Benchm arks

BR geaterthan3% ofG D P often Indicates serious fismal inbalance
FSR coserto zam dicatesmore sable goverrm ent finances
Negative CB ratioof lessthan 1% Indicates dissaving oraneed for fismal adjusm entas the public sectorishonow Ing for
consum ption
PB ratio above zero Idicatesm ajor fisal adjusment to cover nterest on pastdoligations

* Recurrent Expenditure includes programmes, wages and salaries and interest payments.

Source: Ministry of Finance and Planning

Appendices, Fiscal Developments:October - Decembef2001
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B .M onetary Policy Developm ents: April 2000 to December 2001

27/04/2000

01/06/2000

28/07/2000

11/08/2000

01/09/2000

42 Appendices

30-day Reverse Repurchase Rate was reduced from 17.30 per cent to 17.00
per cent.

Liquid assets ratio of commercial banks' and FIA institutions in respect of
local and foreign cumrency liabilities reduced from thirty-three per cent
(33% ) to thirty-two per cent (32% ).

Cach reserve ratio of commercial banks' and FIA institutions in regpect of
local and foreign currency liabilities reduced from fifteen per cent (15% ) to
fourteen per cent (14% ).

The maximum liquid asset ratio for Building societies was reduced by one
percentage point resulting in the dual liquid asset ratios of five per cent and
thirty-two per cent (5% and 32% ) for Building Societies.

The maximum cash reserve ratio for Building Societies was reduced by one
percentage point resulting in dual cash reserve ratios of one per cent and
fourteen per cent (1% and 14% ) in respect of local and foreign currency
deposits.

30-day Reverse Repurchase Rate was reduced from 17.00 per cent to 16.75
per cent.

30-day Reverse Repurchase Rate was reduced from 16.75 per cent to 16 .45
per cent.

Liquid assets ratio of commercial banks' and FIA institutions in respect of
local and foreign currency liabilities reduced from thirty-two percent (32% )
to thirty-one percent 31% ).

Cach reserve ratio of commercial banks' and FIA institutions in regpect of
local and foreign currency liabilities reduced from fourteen percent (14% ) to
thirteen per cent (13%).

The maximum liquid asset ratio for Building societies was reduced by one
percentage point resulting in the dual liquid asset ratios of five per cent and
thirty-one per cent (5% and 31% ) for Building Societies.
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The maximum cash reserve ratio for Building Societies was reduced by one
percentage point resulting in dual cash reserve ratios of one per cent and
thirteen per cent (1% and 13%) in respect of local and foreign currency
deposits.

18/09/00 Bank of Jamaica introduces 270-day and 365-day reverse repurchase
instruments at 17.6 and 18.0 per cent regpectively.

04/10/00 Tnterest rates on the 270-day and 365-day instrum ents were increased to 20.0
and 22.0 per cent respectively.

23/10/00 Interest rates on the 270-day and 365-day instruments were reduced to 17.6
and 18.0 per cent respectively.

24/11/00 Interest rates on the 270-day and 365-day instrum ents were increased to 20.0
and 22.0 per cent respectively.

28/12/00 TInterest rate on the 365-day instrument was reduced to 21 per cent.

14/02/01 TInterest rates on the 365-day and 270-day instrum ents were reduced to 20.00
per centand 19 .25 per cent respectively.

20/02/01 Tnterest rates on the 365-day and 270-day instrum ents were reduced to 19.50
per cent, and 18.75 per cent respectively.

01/03/01 Liquid assets ratio of commercial banks' and FIA institutions in respect of
local and foreign currency liabilities reduced from thirty-one percent (31% )
to thirty per cent (30% ).

Cach reserve ratio of commercial banks' and FIA institutions in regpect of
local and foreign currency liabilities reduced from thirteen percent (13% ) to
twelve percent (12% ).

The maximum liquid asset ratio for Building societies was reduced by one
percentage point resulting in the dual liquid asset ratios of five per cent and
thirty per cent (5% and 30% ) for Building Societies.

The maximum cash reserve ratio for Building Societies was reduced by one
percentage point resulting in dual cash reserve ratios of one per cent and
twelve per cent (1% and 12%) in respect of local and foreign currency
deposits.

Appendices, Monetary Policy Developments: April 2000 - Decenthdr 2001
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08/03/01

12/03 /01

22/03/01

11/04/01

21/05/01

01/06/01

08/06/01

Interest rates on the 365-day, 270-day, instrum ents were reduced to 19.00 per
cent, 18.25 per cent per cent regpectively.

Interest rates on the 365-day, 270-day, 180-day, 120-day, 90-day, 60-day and
30-day instruments were reduced to 18.50 per cent, 17.75 per cent, 16.70
percent, 16 .40 per cent, 16.25 per cent, 16.15 per cent and 16.00 per cent
regpectively.

Interest rates on the 365-day, 270-day, 180-day, 120-day, 90-day, 60-day and
30-day instrum ents w ere reduced to 17.75 per cent, 17.00 per cent, 16.15 per
cent, 15.80 per cent, 15.70 per cent, 15.60 per cent and 15.50 per cent
regpectively.

Interest rates on the 365-day and 270-day instrum ents were reduced to 17.50
per cent and 16.75 per cent respectively.

Interest rates on the 365-day, 270-day, 180-day, 120-day, 90-day, 60-day and
30-day instrum ents were reduced to 16 .50 per cent, 15.70 per cent, 15.30 per
cent, 15.05 per cent, 14.95 per cent, 14.85 per cent and 14.75 per cent
regpectively.

Liquid assets ratio of commercial banks' and FIA institutions in respect of
local and foreign currency liabilities reduced from thirty per cent (30% ) to
twenty nine per cent (29% ).

Cach reserve ratio of commercial banks' and FIA institutions in respect of
local and foreign currency liabilities reduced from twelve per cent (12% ) t
eleven percent (11%).

The maximum liquid asset ratio for Building societies was reduced by one
percentage point resulting in the dual liquid asset ratios of five per cent and
twenty nine percent (5% and 29% ) for Building Societies.

The maximum cash reserve ratio for Building Societies was reduced by one
percentage point resulting in dual cash reserve ratios of one per cent and
eleven per cent (1% and 11% ) in respect of local and foreign cumency
deposits.

Interest rates on the 365-day, 270-day, 180-day, 120-day, 90-day, 60-day and
30-day Instruments were reduced to 15.90 per cent, 15.35 per cent, 15.00
percent, 14 .80 per cent, 14.70 per cent, 14.60 per cent and 14.50 per cent
regpectively

44 Appendices, Monetary Policy Developments: April 2000 - December 2001
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25/06/01 Interest rates on the 180-day, 120-day, 90-day, 60-day and 30-day
instrum ents were reduced to 14.75 percent, 14 .55 per cent, 14 45 per cent,
14 35 per cent and 14 .25 per cent respectively.

29/06/01 The Bank of Jamaica introduced Certificates of Deposits to the range of
instrum ents used In open market operations. A1l the terms and conditions
applicable to Reverse Repurchase transactions apply to Certificates of
D eposits, w ith the exception that the latter are covered by the central bank''s
assets as against Govemment securities. Central Bank deposits which are
maintained in statement fom (i.e. no physical certificate is issued) will
continue to be used for placem ents of seven (7) days or less.

01/09/01 Liquid assets ratio of commercial banks' and FIA institutions in respect of
local and foreign currency lisbilities reduced from twenty nine per cent
(29% ) to twenty eight per cent (28% ).

Cash reserve ratio of commercial banks' and FIA institutions in respect of
local and foreign currency liabilities reduced from eleven percent (11% ) to
ten per cent (10% ).

The maximum liquid asset ratio for Building societies was reduced by one
percentage point resulting in the dual liquid asset ratios of five per cent and
twenty eight per cent (5% and 28% ) for Building Societies.

The maximum cash reserve ratio for Building Societies was reduced by one
percentage point resulting in dual cash reserve ratios of one per cent and ten
percent (1% and 10% ) in regpect of local and foreign currency deposits.

30/10/01 Interest rates on the 365-day, 270-day, 180-day, 90-day and 60-day
instrum ents were increased to 19.90 per cent, 19 45 per cent, 15.50 per cent,
and 15.00 per cent 14 .75 per cent and 14 .55 per cent respectively .

28/12/01 Interest rates on the 365-day, 270-day, 180-day, 120-day, 90-day and 60-day

instrum ents were increased to 18.90 per cent, 18 40 per cent, 15.00 per cent,
and 14 .55 percent 14 45 percent and 14 .35 per cent respectively.

Appendices, Monetary Policy Developments: April 2000 - Decentbar 2001
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C.Summary Tables

46

1998/1999

19992000
Jdune
September
Decanber
M arch

2000/2001
Jdune
Septamber
Decanber
M arch

20012002
June
September
Decamber

Inflation Rates & )

CPIIndex Head-line Core
eop.) (quarter) (quarter)
11825 6.0 29
12817 84 40
12059 20 09
12376 26 14
12659 23 09
12817 13 08
13643 64 42
13114 23 11
13493 29 12
13426 05 08
13643 16 1.0
1404.0 29 10
14427 2.7 11
14599 12 06
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Com ponent Contribution to flation
AllJam aica

O ctober -Decem ber 2001

W eight In Inflation Contribution
G roups and Sub-groups CPI &) (%)

FOOD & DRINK 05563 21 928
- MealsAway from Home 0.0741 06 35
- MestPoultry & Fich 01613 14 179
- Dairy ProductsOils & Fats 0.0668 19 103
- Baked Products Cereals

& BreskfastDrinks 0.0864 05 34
- Starchy Foods 0.0525 45 192
- Vegebles& Fuits 0.0650 64 33.7
- OtherFood & Beverages 0.0502 12 48
FUELS & OTHER HOUSEHOLD SUPPLIES 0.0735 12 55
- Housshold Supplies 0.0482 04 16
- Fuels 0.0253 19 39
HOUSING & OTHER HOUSING EXPENSES 0.0786 11 6.0
- Renal 0.0209 14 24
- OtherHousing Expenses 0.0577 18 84
HOUSEHOLD FURNISHINGS & FURNITURE 0.0283 04 09
- Fumihne 0.0068 03 01
- Fumishings 0.0215 04 0.7
HEALTHCARE & PERSONAL EXPENSES 0.0697 10 56
PERSONAL CLOTHING FOOTW EAR & ACC. 0.0507 05 20
- ClothingM aferials 0.0055 05 02
- Rexdymade Clothing & Accessories 0.0242 05 09
- Footwear 0.0159 05 0.7
- Making & Repairs 0.0051 04 02
TRANSPORTATION 0.0644 03 =5
M ISCELLANEOUS EXPENSES 0.0785 01 06
ALL GROUPS 1.0000 12 100.0

Appendices, Summary Tablds]
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BANK OF JAMAICA OPERATING TARGETS

FY 2001/2002

Mar0l  Jun-01  Sept-01 Dec-01 SM P Dec01  Deviation
Flows Q3 -SMP
Net Interational R eserves USS) 12863 15405 15367 18407 15303 304.0 3104
Net Intemational R eserves ($J) 591693 708635 706882 874352 713119 144419 161233
Assts 62 6469 741741 738714 904063 74 8349 141260 155714
Ligbilites 34776 33106 31832 29711 3523 31519 551.9
NetDom esticA ssets -28 690.0 404090 409603 531254 -36 5653 9904.7 -16560.1
NetClainson the Public Sector 324006 327035 353283 33941 363251 -14078 2361
NetCreditto Banks -6 595.7 59881 56811 -6 154 62189 4729 649
OpenM arket Operations 614414 741645 -775255 856283 -72.569 8 8102.7 -130585
Other 69466 70400 69181 46927 68445 787 21518
M cnetary Base 304794 304544 297725 343098 34746 6 44372 -436.8
Currency Issue 17659.7 175227 175801 223405 228339 47760 4 493 4
CachReserve 12 7637 126858 117239 114744 11 832.7 2495 3583
CurrentA coount 56.0 2459 4685 494 9 80.0 263 4149
% changeM onetaryBase F-Y-T-D) 01 01 23 126 140 152 14
4
M onetary Aggregates
(End-of-Period -JSM N)
M 1J M 1* M 2J M 2% M3J M 3%
1998,/1999 26 564 6 303065 797325 1036123 904743 114 354 2
19992000
2000/2001
Jdune 320172 371737.1 95 966 4 125498 3 1136343 143 166 2
September 30527.0 358979 94191 128 067 .1 1152485 146 896 6
December 338323 381114 1007471 1329978 1199621 152 226 .0
M arch 327838 36 970.0 1006734 1337906 120 789.7 153 906 9
2001/2002
Jdune 329514 380153 102 002 8 1357089 1231006 156 806 .8
September 356909 416206 105 818.0 141583 6 1270000 1627655
December 389645 453100 1094193 146 040 5 1309623 1675835
J - Includes local currency liabilities only
& Includes local and foreign currency liabilities;
r - revised
p - preliminary

48  Appendices, Summary Tables
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COMPONENTSOF CHANGE INMONEY SUPPLY

2000/01 (Flows-JSMN)

199900  Jun-00  Sept00 Dec00 Mardl Jm-01  Sept0P  Dec0f

M2J 131120 31227 4525 43274 28 13294 38152 36012
Cunency 16635 2810 2075 30002 17244 1156 1712 25988
Denand Deposits 34367 715 16978 3042 6770 520 25683 6748
SavigsDeposis 38704 1911 3479 13059 4175 1520 7702 10302
TineDepcsits 41414 8191  15%49 2829 5571 3602 3055 7026
OTHER DEPOSITS 60266 13883 11618 4386 8480 9814 842 3610
TOTAL M 3J) 191386 45110 16143 47660 7752 23108 38995 39622

Sources of Change n M oney Supply

NIR.ofBOJ. 53723 22512 76080 15314 142547 118467 1324 141231
M & LTFL ofBO J. 773 80 260 117 16 78 151 77
Banking System Credit 48465 128733 35435 86236 75096 53491 22338 174055
PublicSedor 9422 129007 34079 65669 66107  49%5 30791 166326
Private Sector 45757 2713 1356 20567 8989 3526 8453 729
OpenM arket O perations 14171 55753 68194 847 96405 127231 33610 81028
Other 102596 50462 43432 55855 36560 21697 96116  -194713
TOTAL 191386 45110 16143 47660 7752 23108 38995 39622
Memo:
Foren Cunency Deposits 61589 5077 21162 6034 8655 5891 20593 8557
Foren Cunency Loans 5479 4760 5298 25 3753 2077 19865 25818

P - Preliminary

Appendices, Summary Tabl&9
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6A
SELECTED INTEREST RATES (% )
End-of-Period)
Savings Fixed LoanRate
Fixed Deposits* Deposits LoanRate DepositRate ( eighted
3-6maonths 6-12months Average) Average) ¥ elghtedAverage) Average)
1998/1999 1050-18.75 950-18.75 12.09 3860 1463 2965
1999/2000 11.00-1750 1150-1650 1138 3392 1299 2432
dre 1000 -1750 10.00-17.00 11% 3789 1408 2712
SeptEmber 1000 -1750 10.00-17.00 1150 3592 1347 2616
Decamber 11.00-1750 1150-1650 1138 3392 1327 24 p4
M arch 11.00-1750 1150-1650 1138 3392 1299 24 32
20002001
dre 1000 -1750 1000 -1650 1011 3300 1274 2348
SepEmber 1000 -1705 1000 -17.05 9% 3150 1259 223
Demamber 1000 -1705 10,00 -1760 986 3167 221 2212
March 1000 -1700 1000 -16.75 984 3133 213 2149
20012002
drne 8.75-17.00 8.75-15.00 945 3067 11 2086
September 8.75-17.00 8.75-15.00 908 2696 1052 1941
Demamber 7.75-15.00 7.75-15.00 908 26.79 na. na.

* - Relate to deposits of $100 000 and over
n.a. - not available
r - revised

6B
GOJTREASURY BILL YIELDS
End Period)
B0J30-day
3-month 6maonth 9-month 12-manth OpenM arketRate
1998/1999 20.75
1999/2000 1782 1796 1830 2167 1730
dmne 2024 2016 2045 1837 1885
SepEmber 1863 1921 2005 1835
Decanber 1992 2203 2143 2020 1835
M arch 1782 17% 1830 2200 1730
1837
2000/2001
dne 1768 1747 1788 17.00
SepEmber 16 62 1713 1691 1810 1645
Degamber 2016 1967 1654 1645
March 1688 2098 1550
1786
20012002
dre 1620 1425
SepEmber 1510 1550 1425
Decamber 1703 1425

50  Appendices, Summary Tables
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JAMAICA:GOVERNM ENT BOND MARKET

GOJM aturities O ctober -Decem ber 2001

Applicable
M aturity Amount Interest  After-ax
Date Stock Name JSMN Rate retum ¥ Features
19 October2001 GOJINV DEB.2002/03 57981 21.00% 15.75% Tnterestpaid quarterly ata fixed 1ate
Series. ‘P’ 0f21.00% peranmmum

19 October2001 FR LRS 2001 764.0 21.65% 1624%  NonM arketSequrity

19 October2001 VR LRS 1998-2001 15000 28.00% 21.00% Thitial nterest e of 41 11% fixed at
21 October1998 thereafter sam i-
annmually at2 .00pp above Treasury Bill
B

24 October2001 FR LRS 2001 650.0 22.00% 1650%  NonM arketSecurity

26 October2001 FR LRS 2001 AA 675.0 18.00% 1350% Tnterestpaid sam i-amually ata fixed
rateof 18% A ¥ of 21 25%

26 October2001 FR LRS 2001 AA 750 18.00% 1350%  Interestpaid sam fanmually ata fixed
mteof18% AN of 21 25%

29 October2001 VR LRS 2001 A 12793 1948% 14 61% Thitial nterest 1ate of 44 50% o Dec.
1996 thereafter sam i-ammually at
3 50pp above Treasury B ill &t

23 November2001  FR LRS 2001M 102 22.00% 1650%  NonM arketSequrity

23November2001  FR LRS 2001 AB 7500 18.00% 1350%  Tnterestpaid sam fammualata fixed
wreof18% AN of23 47%

29November2001  FR LRS 2001N 523 22.00% 1650%  NonM arketSequrity

30November2001 VR LRS 2001P 458 22.00% 1650%  NonM arketSeaurity

Notes:

a/ Rate above Treasury is the 6-month Treasury bill rate in effect at the beginning of the interest period.
b/ The withholding tax of 25% on interest income has been in effect since 01 May 2000.

¢/ A/Y - Average Yield

Source: Debt Management Unit, Ministry of Finance & Planning

Appendices, Summary TablBsl



Bank of Jamaica Quarterly Monetary Policy Report, October - December 2001

7B

JAMAICA:GOVERNMENT BOND MARKET

GOJM aturities O ctober -Decem ber 2001

Applicable
M aturity Amount  Interest  Aftertax
Date Stock Name JSM N Rate retum ¥ Features

05 December2001 FR LRS 2001Q 400.0 2250 1688  Non-M arket Sequrity

14 Decamber2001 FR LRS 2001R 61.7 22.00 1650 Non-M arket Sequrity

14 December2001  FR LRS 2001AC 650.0 18.50 1388 Tierestpaid sam iamually ata fixed
weof185% AN of24.76%

21 Decamber2001 VR LRS 2001H 15160 1833 1375 hital nerestateof 21 25% o dne
2001 thereafter sam fammually at2 125
Pp above Treasury Bill rate?

21 Decamber2001 VR LRS 20010 21378 1820 1365 Tital nterestrate of 21.00% ©dne
2001 thereafter sam i-armually at 2 .00
Pp aoove Treagury Bill rate?

28 Decamber2001 VR LRS99/2008 24 1820 1365  NonM arket Security

Notes:

a/ The withholding tax of 25% on interest income has been in effect since 01 May 2000
b/ The withholding tax of 25% on interest income has been in effect since 01 May 2000.
¢/ A/Y - Average Yield

Source: Debt Management Unit, Ministry of Finance & Planning

7C
JAMAICA:GOVERNMENT BOND MARKET

GOJ Issues O ctober -December 2001

Amount
IssueDate Stock Nam e Features Raised JSmn
17-19 October2001 Tnvesm entD ebenture Auctioned nstim enthaving taxable fixed 1ate of 9451.94

16 25% 2003 SeriesQ 16 25%

2630 November2001 Fixed 1ae USS indexed bond Auctioned nstrum ents having taxable fixed yields 1593.76
11 625% 2004 of 11 625% . conversion factor for repaym entbassd
on 10-day moving average selling 1ate applicable
on the 10th business day prior to paym ent date
multiplied by a factorof 1.005

Notes:
a/ The withholding tax of 25% on interest income has been in effect since 01 May 2000
Source: Debt Management Unit, Ministry of Finance & Planning
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EXTERNAL TRADE -GOODSEXPORTS (fob.)

(Flows -USSMN)

Other Non- Toal
Bauxie Almina Sugar  Bananas = Tradiimal  Traditonal Other GoodsExports

1998/1999 82.7 5879 983 31 578 3717 3217 15523
1999/2000 491 664 6 1035 266 68.9 3469 2909 15505
dmne 203 1455 546 76 152 889 713 4034
SepEmber 76 1660 55 75 198 R4 805 3793
Degamber 81 1820 00 63 166 849 716 3695
March 131 1711 434 52 173 80.7 675 3983
2000/2001 561 6706 694 223 748 3309 2850 15091
dre 104 1679 336 55 205 906 766 4051
SepEmber 82 1638 62 62 183 81.7 80.7 3651
Degamber 139 1814 00 61 170 913 764 3861
March 236 1575 296 45 190 673 513 3528
20012002
dmne 232 1824 349 49 188 693 680 4018
September 255 1769 61 37 187 AT 711 3767
9

EXTERNAL TRADE -GOODS IM PORTS (c.if)

(Flows-USSMN)

Consumer Raw Capial Toal
Goods M aterials Goods Other Imports
1998/1999 9236 1505.0 5533 1914 31733
1999/2000 965.0 16140 5084 1807 32682
dre 2204 3955 1236 471 786 6
SepEmber 2205 3857 1048 509 7689
Decanber 2980 4105 1301 420 8806
M arch 2191 4223 1499 408 8321
2000,2001 9820 17612 5191 1676 34299
dre 2285 4422 1192 423 8322
SeptEmber 2458 4226 1202 435 8321
Decanber 2825 4261 1218 539 8843
M arch 2252 4703 1579 279 8813
20012002
Jdre 2426 4121 1257 899 8703
SepEmber 276 42456 139 461 8622

Appendices, Summary Tableb3



Bank of Jamaica Quarterly Monetary Policy Report, October - December 2001

BALANCE OF PAYMENTS SUMMARY

Flows-USSMN)

1999/00 200001 Jun-00 Sept-00 Dec-00 Mar-01 Jun-01 Sept-01

1. CurrentAcoount -304.7 3892 475 902 -1152 -1363 986 -1202
A. GoodsBalance -12515 14398 3135 3505 3719 4039 3488 -362.0
Exports (Eob.) 15505 15091 4051 3651 3861 3528 4018 376.7
Tnports Eob.) 28020 29489 7186 7156 7580 7567 7506 7387
B. ServicesBalance 6179 6096 1488 1525 1220 1863 1592 1376
T1ansportation 2435 245 8 603 63.7 ©94 524 597 =01
Travel 10583 11362 2729 29377 2644 3052 2878 2698
OtherServices -196 9 2808 638 -775 =130 665 689 621
Goods & ServicesBalance 6336 8302 -164.7 -198.0 2494 2176 -1896 224 4
C. Income 3695 3899 -107.8 632 849 1340 -1199 A5
Compensation of Employees 67.7 69.0 64 237 331 58 114 285
Tnvesment Income 4372 4589 142 869 -1180 1398 -1313 -143.7
D. Current Transfers 698 4 8309 2250 1710 2196 2153 2109 2194
General Goverrment 704 1347 676 108 34.7 216 202 110
OtherSectors 628.0 696 2 1574 1602 1849 1937 190.7 2084
2. Capital& FinancialAccount 304.7 3892 475 902 1152 1363 1871 556
A. CapitalAccount 125 44 04 16 03 2.7 46 33
Capital Transfers 125 44 04 16 03 2.7 46 =3
General Goverrment 9.0 101 32 2dl 30 18 02 01
Other Sectors 35 -145 36 3.7 2.7 45 48 34
B. FinancialA coount 2922 3936 479 918 1149 1390 1032 1235
D irect Tvestment 3861 5240 854 1120 1052 2214 796 633
OtherO fficial Tvestment 1232 3420 527 1787 1010 1150 3330 633

Other Private Tvestment
(ncluding netenors & am issions) 1513 1104 682 -199 573 1194 552 1197
Reseves fnTus= ncrease) -122.0 5828 530 -1790 340 3168 2542 38

BANK OF JAMAICA:NET INTERNATIONAL RESERVES

End-of-Period)
GrossForein GrossForein Tntemational B
Asets Libilites Reserves (et) Goods Goods& Services
1998/1999 7001 1208 5793 135 92
1999,2000
dre 7019 1113 5906 133 90
SepEmber 6338 1128 5210 120 81
Decamber 5522 1059 4463 105 71
M arch 8013 1005 7008 152 103
2000,2001
dre 8483 919 7565 150 102
September 10221 86.7 9355 179 123
Decamber 10488 793 995 183 s
M arch 13619 56 12863 240 164
2001/2002
dre 16125 719 15405 273 186
September 16059 692 1536.7 271 186
Decanber 19033 626 18407 332 225
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FOREIGN EXCHANGE SELLING RATES
(J$ per unit of foreign currency-end period)

US$ Can$ UKE

1998/1999 3828 24 64 59 64
1999/2000

dne 3897 2565 5929

September 4000 26.72 63.79

Decanber 4142 2780 6580

M arch 4214 2901 66 65
2000/2001

dre 4251 2817 62.73

SepEmber 4483 2925 6415

Decamber 4553 2951 66.78

M arch 4568 2917 6411
2001,2002

dre 4582 2980 639

SeptEmber 4594 2900 66.74

Decamber 4740 2945 6794

PUBLIC SECTOR SECURITIES

Outstanding Stocks (JSM N)

G overmnm ent of Jam aica
Local BOJOpenM arket
Registered FINSAC Operatl:igns
Stocks Treasury Bills Bondst Bonds Seaurities
1998/1999 1051214 104500 17873 4 498731 302644
1999/2000 4864353 403000 1255455 114004 3
dne 1125130 102000 256030 305719
SeptEmber 1169595 99000 31266.7 266439
Decamber 1309399 106500 321654 273716
M arch 1260229 95500 365104 294169
2000/2001 546 842 5 341500 1630863 1548128
dre 1314778 97500 372680 300673
SepEmber 1325898 98500 387899 329458
Decamber 1348% 5 76000 419206 42155
March’ 159734 8 69500 45107.7 496432
2001,2002
drne 2273113 69000 48325.7 561683
September 2309509 54500 527801 689995
Decanber® 257494 3 39000 60527.7 815050

* - Local issues
r - revised
p - Preliminary
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STOCKMARKETACTIVITIES

Jam aica Stock Exchange
JSE Volum eTraded Valueof Stocks
Index MN. Traded JSMN)
19981999 191271 6134 2139.7
1999,2000 271656 610.7 23932
dre 19687.7 1654 7126
SeptEmber 20677.7 % 8 5494
Decanber 2189246 166 6 534 8
M arch 271656 1819 5% 4
2000,2001 297019 669 4 3683.0
dre 313383 3009 14803
SepEmber 311527 %56 5914
Decamber 288932 1165 77130
M arch 297019 1564 8383
2001,2002
dre 357236 23150 35842
September 338924 1828 8404
Decanber 338356 1713 7049

* Includes a large block transaction arising from the de-listing of UBJ

PRODUCTION OF SELECTED COMMODITIES

Flows - 000’ tonnes))

Bauxite Alma Sugar Bananas*
1998/1999 40870 34410 2121 593
19992000 23859 36245 2523 480
dmne 10228 9093 1013 5
September 3690 904.7 54 28
Decamber 4194 9136 95 134
M arch 57477 8% 9 1361 93
20002001 24204 36178 1854 41
dre 5278 8938 782 9.7
SepEmber 3723 8979 16 108
Decamber 5871 9114 35 22
March 9332 914.7 1021 113
20012002
dune 8885 9434 915 110
September 9972 %63 73 99
December 8161 7380 42 108
* Exports
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D.BANK OF JAMAICA BALANCE SHEET

BANK OF JAM AICA BALANCE SHEET
Assets and Liabilities

(End-of-Period -JSM N)

199900  Jun00  Sept00  Dec00  Mar0l  June01  Sept0l  Dec(l

Ases 1053507 1102006 1171320 1220425 1362827 1480593 1486729 1654211
Foreign 336533 358451 450634 476930 621396 737437 736503 89741
CunertAcoount & Forein Cunency
Balnaes 50886 56392 79210 118882 182234 37380 36180 139268
TimeDeposits& Seaurites 270586 287114 355198 340876 421505 682004 682831 7389956
Holdingsof Spec] Diaw Tg R hits 262 96 704 694 1037 156 204 689
Other 14799 14849 15522 16478 16620 16997 17288 18588
Local 716974 743555 720686 743495 741431 743156 75026 756670
Public Sedor Seaurites 522150 539274 529330 549055 568%9 564628 561037 - 560002
OtherAssts 194824 204281 191356 194440 172462 178528 189189 196668
Lbilites 1053507 1102006 1171320 1220425 1362827 1480593 1486729 1654211
Foreign 8588 8150 695.0 6731 6070 5828 5459 4504
Local 1044919 1093856 1164370 1213694 1288761 1387943 1481270 1649707
Cunency 1 Cimubtin 155579 156911 160806 206440 176851 175657 176073 223787
Depests 851344 831524 934478 R7346 1111910 1212286 1204985 1340147
Barkers 324975 380283 401198 282430 321733 300929 274378 23351
Goverment 184793 158150 155530 166873 126447 40537 43706 55294
Other 341576 343091 377750 478043 663730 870820 886901 1051292
AlbatimofSpecElDEwigROhs 21023 22460 22460 22460 22460 23470 23470 23470
Cepial& Resrves 240 240 240 240 240 240 240 240
OtherReserves 844 819.7 8732 8735 8735 93956 9395 9396
OtherLgbilites 15889 24524 37654 48473 36561 53716 67107 5266.7
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E.COMMERCIAL BANKS'BALANCE SHEET

ASSETSAND LIABILITIES

(End-of-Period -JSM N)

19900 Jun-00 Sept00 Dec00 Mar0l  JundF  Sept0F  DecdP

Assts 2082189 2062043 2151970 2217052 2249364 2206556 2420062 2387786
Cash 14427 12887 14713 30360 18005 15479 14341  35%7
Balncesw ihBOJ 312579 360988 380026 201997 279925 287450 322341 367822
FaebnAsss 286560 262278 268770 293391 312171 307378 382335 403372
Loansé Advances 332608 387549 2393908 405737 413788 418832 429816 490351
Privete Sector 329855 33351 334814 338769 333219 331314 358293 387469
PublicSector 52753 53988 59094 66%8 8059 87518 71523 102882
Pulic SectorSenmities 774543 807083 861351 881193 878835 871814 895647 796037
Cheoues n the Processof Collectin 64834 31427 35038 2935 49124 32118 55154 27533
OtherAgmts 246588 199831 198164 285009 297465 273485 320428 266714
Ligbilitdes 2082189 2062043 2151970 2217052 2249364 2206556 2420062 2387786
Deposits 1397662 1376310 1508761 1496668 1549429 1509501 1630569 1589181
FaetnLLHoilides 76535 51743 49568 6504 77774 60045 138579 132655
Dixnntss Advancesfiom BOJ 2563 150 747 30439 690 826 243 830
Loashdvanesfion Otherbetiutins 97490 95561 95198 96531 88477 88305 90171 91776
Cheoues i the Process of Payment: 38109 35141 21012 25603 26496 25097 21142 20269
OtherToilites 46930 501538 476684 501887 506498 522782 53WE8 553075

r - Revised; p - Preliminary

F. INTERNATIONAL INDICATORS

58

LONDON INTERBANK OFFER RATE -LIBOR

1998/1999
19992000

2000/2001
Jdune
Septamber
December
M arch

20012002
Jdune
Septamber
December
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(End-of-Period)
1M onth 3 M onths 6 M onths 12 M onths
4 9375 5.0000 5.0625 52500
54063 6.0000 6.1250 6.5000
66563 6.8125 7.0000 72188
66250 6.8125 6.7500 6.8125
6 5625 64063 62188 5.9688
50938 4 8750 47188 4 6563
3.7900 3.7300 3.7300 3.9400
26300 25900 25225 2 6425
1.8738 1.8813 19813 24425
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LONDON MONEY RATES -INTERBANK STERLING

(End-of-Period)

1M onth 3M onths 6 M onths 12 M onths

1998/1999 55/16 -538 5742 -5 14 51/ -53/6 51/8 -53/16

19992000 52752 53132 618 -6 1/ 6 5/16 -6 7/16 6 21/32 -6 25/32
2000/2001

Jine 578 6 61/16 -63/16 63/16 -6 5/16 638 -61p2

September 6-618 618-61A 63/16 -6 5/16 614 -638

Decamber 511/6 -578 53/ -529/32 534 -678 511/16 -513/16

M arch 5946 -511/16 538 -51p 53/16 -55/6 55032 -5 9/32
2001/2002

Jime 5-5188 514 -514 51/4-534 5122 -558

September 49/16 -4 11/16 41332 -4 1752 438 -4 1P 41332 -4 1712

Decamber 41B82 -45832 4-418 4132 -4 5532 438 -41752

PRIME LENDING RATES

End-of-Period)
EURO -ZONE UNITED STATES UK
Fed Funds
Repo rate Rate D iscountRate PrimeRate PrimeRate

1998/1999 3.00 481 450 7775 550
1999/2000 350 631 550 9.00 6.00
2000/2001 425 7.00 6.00 950 6.00

Jdune 450 650 6.00 950 6.00

September 4.75 650 6.00 950 6.00

Decamber 4.75 5.00 450 8.00 55

M arch
20012002

Jdune 450 3.75 325 6.75 525

September 3.75 3.00 250 6.00 475

Decamber 325 1.75 125 4.5 400
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INTERNATIONAL EXCHANGE RATE

USSVSOTHER MAJOR CURRENCIES

(currency/IS$)
1999/00 Sept-00 Dec-00 M ar-01 Jun-01 Sept-01 Dec-01
USS vs Sterling 06268 06764 06694 0.7034 0.7085 06804 06871
US$ vs Canadian $ 14518 15046 15020 15746 15272 15797 15963
USSvsYen 102 57 108.06 11420 12532 124 36 11913 131.06
USS vsDeutsche M ark 2.044 22164 2.0833 22125 22892 21476 21966
USS vs French Franc 6 8551 7.1334 6.9869 74203 76774 72028 73670

INTERNATIONAL EXCHANGE RATES

STERLING VSOTHER MAJOR CURRENCIES
(currency/t)

1999/00  Sept-00  Dec-00 M ar-01 Jun-01 Sept-01 Dec-01

Sterding vsUSS 15953 14785 14938 14217 14113 14697 14554
Sterling vs Canadizn $ 23161 22246 22440 22386 21553 23217 23230
SteringvsYen 163 62 159.77 17060 17816 17550 175.09 190.70
Sterling vsDeutsche M ark 32607 32769 31120 31454 32306 31564 31970
Sterling vs French Franc 10936 10.990 10 440 10549 10835 105860 10.720

INTERNATIONAL EXCHANGE RATES

EXCHANGE CROSSRATES

Septem ber 2001

DM GBP o USs$ Yen Euro
Gemany 1.00 0313 0.727 0455 14820 0511
UK. 3197 1.00 2323 1455 190.70 1635
Cenada 1376 0430 1.00 0626 8210 0.704
US. 2197 0667 15% 1.00 13110 1123
Japan 1676 1524 1218 0.763 100 0857
Euo-zone 1.956 0612 1421 0.890 116.70 1.00
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WORLD COMMODITY PRICES

KEY CRUDE OIL PRICES

US$/parrel -fob.)
199900 Sept00 Dec-00 M ar-01 Jun-01 Sept01 Dec01
UAE‘sDubaiLight 23932400 28082828 19201990 22502270 24092419 21352145 18361846
North SeaBrent 23732378 28702876 22312239 23732377 26712677 21722178 1931-1941
W et Texas Inemedite 26482652 30653070 26172621 26252627 26452650 23252329 1985-199%

Nymexankeded Gasoline
Futmes (aisperggltn) 88159000 85208525 74757590 9090-92.75 7650-71825 64006880 56505860

WORLD COMMODITY PRICES

ALUM INIUM
(USS per tonne)
Sept-00 Dec-00 M ar-01 Jun-01 Sept-01 Dec-01
SpotCah) 1578015790 1565515675 1477014780  1453515%5 1319413195 1334513350
3Manth 15%515950  15600-15620 1466514675  14760-14770 133851339  13500-13510
5C
WORLD COMMODITY PRICES
FOOD
199900 Sept-00 M ar-00 Jun-01 Sept01 Dec01
W heat Futures
US catsb0bbushel) 25475 27175 25500 25100 27075 28900
Coffee USc/b)
Dadly Canposite 7316 4691 4821 4621 4081 4375

6
MAJOR STOCK MARKET INDICES

1999/00 Sept-00 Dec-00 M ar-01 Jun-01 Sept-01 Dec-01

Tckyo

N kked Tndex 203373 157473 1378577 129997 128290 977468 105426
New York

Dow Jnes hdustrisls 109219 106509 107879 98788 104348 884756 100215

S&P Canposie 14985 14365 13203 11603 12111 119460 11481
London

Francil TinesSE 100 65402 62942 62253 56337 56079 49034 52174
Frankfurt

Dax Tdex 75994 67981 64335 58300 58331 430815 51601
Zurich

SM ITdex 74281 78899 81354 71678 69974 60142 64178
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Base Money: The sum of notes and coins held by the public and the cash reserves of commercial
banks (including both their holding of cash and their deposits at the central bank) . The m oney base
is the operating target used in the BOJ monetary policy framework and can be controlled trough
open m arket operations.

Bond Market: The dom estic bond m arket prim arily captures debt instrum ents offered by the Central
Govemm ent to fund its budgetary needs.

Cash Reserve Requirement: The requirement by law that a percentage of deposit liabilities of
deposit-taking institutions mustbe held as interest free deposits at the Central Bank.

Jamaica Central Securities Depository (JCSD): The Principal function of the JCSD is to provide
for relatively risk-free settlement of share transactions. It accomplishes this by employing an
electronic, book-entry system for registering changes of ownership of securities which elim inates
the need for physical certificates. The JCSD also provides vaulting facilities for the safekeeping of
certificates.

Core Inflation: Also called Underlying Inflatiolt is that part of overall inflation that can be
attributed to changes in base money. Central Banks typically try to control core inflation because
there are som e parts of inflation that are outside of their control. One example of this is the effect
of changes in oil prices.

Credit: Loans extended by banks, building societies and other financial institutions.

Exchange rate (nominal): The number of units of one currency offered in exchange foranother. For
example a Jam aica dollar/United States dollar exchange rate of ‘forty two dollars to one’ indicates
that forty-two Jam aican dollars are needed to obtain one United States dollar.

Foreign exchange cash demand/supply: The amount of foreign exchange purchased by market
participants from the authorized dealers and cambios, while cash supply/inflows is the am ount sold
to the Bank of Jamaica, authorized dealers and cambios by market participants, private institutions
and multilateral agencies.

Financial Programme: An integrated system of macroeconomic accounts and behavioural

relationships defining the set of monetary, fiscal and exchange rate policy measures designed to
achieve specified m acroeconom ic targets.
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Financial Asset: An instum ent issued by an institution (e.g.B0J) that provides econom ic benefits,
by (1) generating interest incom e ornet profits and (2) acting as a store of value. These benefits are
created through a form al/inform al borrow ing/lending relationship. M ost common types of financial
assets are money and credit.

Fiscal deficit: The excess of the Govemment’s expenditure over its revenue for a given period of
tme.

Fiscal Year: The twelve months beginning in April. Thus fiscal year 2000/2001 refers to the period
April 2000 to M arch 2001.

Government Securities: Debt instrum ents issued by the M inistry of Finance either to bridge tim ing
gaps between revenue and expenditure or to cover any excess of expenditure over revenue. These
securities include short-temm instrum ents such as Treasury B ills and more long term ones like Local
Registered Stock, orD ebentures.

Gross Domestic Product (GDP): This is the total value of all goods and services produced w ithin
an economy over a particular time period - either a year or three month.

Inflation: Refers to the change in the general price level. In Jamaica, this is derived as the change
in the Consum er Price Index (CPI) calculated and published by the Statistical nstitute of Jamaica.

Intermediate Target: An interm ediate target of policy. e.g. the money supply or the exchange rate,
has three main characteristics.

» Itisnotdirectly determ ined by the Central Bank,

« Itresponds, however, to a stimulus that the Central Bank can vary, and

«  Its behaviour should to be closely related to the ultim ate target-inflation.

Liquid Asset: an asset is considered liquid if it can be easily and with little orno loss coverted to
cagh. The liquid assets of comm ercial banks in Jamaica include notes and coins, short-tem deposits
at the Bank of Jamaica, GOJ Treasury Bills, Local Registered Stock maturing w ithin 270 days and
any GOJ security designated by the M inistry of Finance.

Money: Anything that is generally accepted in exchange for goods and services and for the paym ent
of debt. (e.g. example, notes and coins) . Hence money is said to be a medium of exchange. M oney
also serves as ameans of storing wealth aswell as a standard of and unit of accounting for financial
values and flows.

Money Supply : This is the stock of instruments or assets formally designated as money in a
particular economy. There are altemative measures of money supply both within and between
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countries. In Jam aica, the m easurem ents of m oney that are calculated and published are:

M 1:Notes and coins in circulation + Demand D eposits

M 2:M1 + Time and savings deposits

M 3:M 2 + OtherDeposits.
A 0" indicates that the com ponents are Jamaican dollar liabilities only and an “*' indicates that the
com ponents also include foreign currency liabilities of the banking system .

Monetary Base: See Base Money

Monetary policy framework: This defines the transm ission process through which policy actions
taken by the Central Bank make an impact on the final target - inflation. The components of a
monetary policy framework are policy instrum ents, operating targets, interm ediate targets, and the
ultim ate goal/objective.

Monetary Policy Instruments: These are instruments used by the Central Bank to influence the
money supply and credit. They include open m arket operations and the reserve requirem ent ratio.

Open Market Operations (OMO): M oney market trading between the Bank of Jamaica and
authorized dealers w ith the intention of influencing money and credit in the financial system .OM O

involves outright sale or purchase of GO J securities from the stock of securities held by BOJ, and/or
repurchase and reverse repurchase transactions.

Operating Target: An operating target of policy eg. the monetary base and interest rates, is
influenced directly by the Central Bank and is adjusted by the Bank in order to bring about the
desired impact on its policy target.

Primary Dealer (PD): The set of intemediaries through which BOJ conducts open market
operations. In developed country markets, PD 's underw rite govemm ent issues as well as participate
in block transactions w ith the central bank.

Real interest rate: This represents the rate of retum on assets after accounting for the effects of
inflation on the purchasing pow er of the retum. It is calculated by adjusting the nom inal interest rate
by the inflation rate.

Repurchase Agreement (repo): The purchase of a security from a primary dealer who agrees to
repurchase the same at a specified rate and an agreed future date.

Reserve Requirement: refers to the portion of deposit liabilities that financial institutions may not
lend and have to retain either as liquid assets or on deposit at the Bank of Jamaica
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Reverse Repurchase Agreements: An agreement whereby the Central Bank sells a security that it
owns and agrees to buy back sam e at a specified rate at an agreed future date.

Securities: Legal docum ents giving title to property, or claim on income e g. bonds and stocks.
Signal Rate: Tnterest rate on Bank of Jamaica’s thirty-day reverse repurchase agreem ents. This rate
provides a benchm ark forthe pricing of all open m arket instrum ents negotiated between the BOJand

Prim ary Dealers.

Statutory Cash Reserves: Thatportion of deposit liabilities of deposit-taking institutions, which by
a statutordly based stipulation, must be held as interest free deposits at the Central Bank.

Time deposit: A bank account based on a contractual arrangement between the deposit taking

institution and the depositor where both parties agree to a pre-detem ined interest rate and m aturity
date, on which deposits eam interest and prem ature w ithdraw als from which require advance notice.
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