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The CEO’S Remarks

The current negotiations between the Government and
Public sector Unions is a stark reminder of the fragility of the
fiscal and economic environment that faces us. Even though
there is greater optimism about the fiscal and economic envi-
ronment, there is also a realization that any mishandling of
the fiscal environment can be a significant blow to the grow-
ing confidence and set us back once again.

This is not the first time that we have been faced with this
kind of decision, as we have gone through twelve previous
IMF agreements and each time we find ourselves having to
engage a new IMF agreement to resolve fiscal and balance
of payment issues. With each engagement we find that the
country’s economic and fiscal challenges are more difficult
and the standard of living worsens.

Similarly if we do not make the right choices this time we will
again find our choices even more limited, and again be faced
with another round of devaluations etc.

There is a general feeling that the accompanying legislative
changes will make the difference this time in ensuring a
greater permanence to our economic and fiscal solutions.
This is showing in the highest levels of business and con-
sumer confidence in years. This is illustrated in the invest-
ments by Red Stripe, Grace Kennedy, and Kingston
Wharves in the local economy. These investments are also
in the areas of agriculture, tourism, and the logistics hub,
which are areas of comparative advantage.

We are also seeing relative stability in the exchange rate
(which is more market determined today than in previous
years), near balanced fiscal budget, low inflation rates, and
reducing interest rates. In addition, there is more interest in
business start ups. These indicators indicate a greater com-
petitiveness in the economy, which will lead to the market
forces necessary to improve productivity and ultimately an
improved Balance of Payments.

The Government, through the Ministry of Finance, has also
demonstrated an intention to maintain the necessary disci-
pline to strengthen the fiscal accounts; even in the face of an
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upcoming election. In indeed this was stated in the address to
the nation by the Minister of Finance.

Staying the course would be a first, as previous attempts at
improving the fiscal accounts have given way to the expedien-
cy of political considerations leading up to elections. We can-
not make the same mistake this time and must ensure that we
stay the course and not make the sacrifices already made be
in vain. These sacrifices include the two debt exchanges,
which have affected pensioners and companies; devaluation;
and public sector wage freeze.

It also means that the government must not implement policies
that are only intended to boost fiscal revenues, without consid-
eration of its effect on businesses and the economic environ-
ment. Recently we have seen a tendency to go in that direc-
tion, with some tax measures, which the PSOJ has had to en-
gage the authorities on. To their credit the dialogue has im-
proved and there is a willingness on both sides to arrive at a
win-win solution for the economy. This is one of the things that
provides encouragement and increases confidence.

At the heart of the problem is the need for Public Sector Re-
form, which will result in a more efficient bureaucracy that will
encourage greater competitiveness, and result ultimately in
higher compensation levels and increased productivity for
Public sector workers. It is the responsibility of both the gov-
ernment and public sector unions to discuss the way forward
and provide a vision and goals around this. The failure to do
this has not only resulted in prolonged economic stagnation,
but has been at the root of lower real compensation for public
sector workers. This reform was (and is still being) done in the
private sector resulting in improved profitability and compensa-
tion.

Whenever this happens the temptation is to increase taxes
and transfer the low productivity to the economy.

We have what can be considered to be a great opportunity to
finally see greater opportunity for prosperity for all, but it will
require the discipline to stick to the course. All hands must be
on deck to do this.
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Economic Highlights: May 2015
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I he decline in private sector credit for the first three months of Which had market capitalization growth of 8.7% in May
2015. On the last trading day in April 2015, the main JSE

index advanced by 451 points (0.5%) to close at 98,766.37

points.

2015 is in line with the growth  of 0.4% in real GDP for the first
quarter of 2015. The growth for the first quarter follows the two
previous quarters of negative growth in real GDP. Analysts cau-
tiously expect this positive growth trajectory to continue through-
out much of 2015. The PSOJ expects the growth in the remaining
three quarters of 2015 to continue, the outturn for the calendar

year may be lower than expected.

Many of the important macro variables are trending in the right
direction. The PSOJ expects these positive signs should augur
well for growth in real GDP for 2015. This projection is conditional
on good weather, low and stable commodity prices and positive

domestic environment.

The forecast from the IMF depicts a reduction in global prices,
with the exception of fuel to the end of 2015. Oil is expected to
increase by approximately 22% in the calendar year, the local
currency is expected to show the normal cyclical movements. The
reduction or moderation in the prices of non-fuel commodities
should create positive impact on Jamaica’s exchange rate and
BOP

In this vein, barring abnormal wage hikes and bad weather, lower
than expected inflation becomes a real possibility. This means
that the continued stabilization or reduction of interest rates for

2015 is expected.

In addition to these fundamentals, The country continues to per-
form relatively well under the current IMF Extended fund Facility,
even after falling short on the dollar target for the primary balance
in the eight review. Major economic indicators continue to move
on the right trajectory which is reflected in business and consumer
confidence which continues to move in the right direction. This
continued improvement in business and economic conditions is

further manifested in the positive movement in the Stock markets

=

=

Fuel energy showed price increases in May 2015, the
likelihood of this forming a trend through much of 2015
is a real possibility. Another real scenario is for oil pric-
es to either stabilize around US$60 to US$65 per bbl.
While a third could see prices fall below US$55 to the
end of the year as those producers who went out on the
lower US$45 per barrel comes back into the market and

increase world out put.

There were price reductions in 55% of the global com-
modities monitored in April 2015. The Brent and the
WTl increased by 8.3% and 9.7%, respectively. Natural
gas also increased by 10%. The IMF’s Fuel Energy
Index increased by 7.9%, the Food and Beverage Index
fell by 0.4%.

Domestic inflation, measured by the All Jamaica “All Divi-
sions” Consumer Price Index (CPI) increased by 0.5% for
May 2015. According to the Statistical Institute of Jamaica,
the outturn for the month was largely influenced by a

sharp increase in Food & Non-Alcoholic Beverages,

Yields on all tenors of GOJ Treasury Bills declined for the
May 2015 auction. In this context, there were reductions of
3 bps, 3 bps and 8 bps in the yields on the 30-day, 90-
day and 180-day tenors of GOJ Treasury Bills, respective-
ly. For the fiscal year to May 2015, yields on the 30-day,
90-day and 182-day tenors fell by 3 bps, 16 bps and 29

bps, respectively.

The Jamaica Dollar depreciated by $0.47 (0.41%) vis-a-
vis the US Dollar for May 2015 relative to April 2015. At
end-May 2015, the Dollar traded at J$116.12=US$1.00.
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Contrastingly, the Dollar appreciated by J$0.53 (0.3%) and
J$2.93 (3.05%) against the Great British pound and Canadian
dollar, respectively. At end-May 2015, the Jamaica Dollar trad-
ed at J$177.57=GBP£1.00 and J$93.16=CAD1.00, respective-
ly.

At end May 2015, the stock of Net International Reserves
(NIR) at the Bank of Jamaica was J$255.44 billion
(US$2,401.24 million) reflecting an increase of J$923.25

million (US$8.68 million) relative to the previous month.

For May 2015, there was an expansion of J$1.04 billion
(1.01%) in the monetary base relative to the previous month.
This expansion resulted in an end-month stock of J$104.17
billion. The movement in the base mainly reflected net cur-
rency issue of J$1.4 billion which was partially offset by
declines of J$265.00 million in commercial banks’ statutory
cash reserves and a decline of $86 million in commercial

bank current account balances.

Private sector credit , an indicator of aggregate demand and
economic activity fell in the first three months of 2015. At
the end of March 2015 the Stock of credit stood at $478.8
billion. This stock reflects a decline of 0.5% over February. In
the previous month there was also a decline of 0.5% over
January of 2015. The data shows an nominal increase of
approximately 4.8% for the first quarter of 2014 over 2014. In

real terms the increase is approximately 1% .

Revised data indicates that the dollarization ratio increased
marginally from 43.6% at March 2015 to 44.4% at March
2014. This increase reflected the marginally stronger ac-
cumulation of foreign currency deposits in the commercial

banking system relative to local currency deposits.

The overall weighted average lending rate on local curren-
cy loans increased by 0.36 bps to 17.10% for March 2015
relative February 2015. The increase largely occurred in

L ——
Economic Highlights: May 2015

May 2015 Issue

the context of an increase of 4.43 pps on Central
Government loan rates which was partially offset by

declines in all other categories of loans.

Tourist stopover arrivals rose to 189,903 for April
2015, reflecting an increase of 4.5% relative to April
2014. The uptick in the monthly arrivals largely result-
ed from an increase of 8,233 in stopover by foreign

nationals.

For January to April 2015, stopover arrivals in-
creased to 756,463, reflecting growth of 4.9% or
35,459 relative to the corresponding period of 2014.
This amount for the period was 21,278 greater than

the previous record in 2012.

For February 2015, gross remittance inflows were
US$167.8 million, reflecting a decrease of US$0.5
million (0.3%) relative to February of 2014. The out-
turn for monthly remittance inflows for February 2015
was above the average inflows of US$158.8 for the
previous five corresponding periods. Similarly, for Feb-
ruary 2015, net remittance inflows were US$146.7 mil-
lion, a reduction of US$5.1 million or (3.4%) relative to
February of 2014.

For May 2015, the production of alumina was 163,981
tonnes, representing an increase of 3,602 (2.3%) tonnes,
relative to May 2014. This brought YTD production level
to 797,363 tonnes (2.4%) increase over the correspond-
ing period last year. On the other hand, the YTD produc-
tion of crude bauxite increased by 40,816 tonnes (2%).
Year-to-date crude bauxite exports increased by 61,629
tonnes (3%) over the corresponding period of 2014. Sim-
ilarly, YTD total bauxite production increased by 38,000
(1%). YTD sales increased by 79,000 tonnes (2%).
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Economic Outiook, Growth and Inflation

Randell Berry

Research Analyst & Consultant

ccording to the April 2015 Global
Economic Report, global growth will
remain moderate at 3.5%,and the
growth is expected to remain une-
ven across countries and regions. In the same
vein, the projections for the advanced economies
remain at 2.4% for 2015. The projections for the
United States was 3.1%, a reduction of 0.5%
from the forecast made in January 2015. |In
2014, global growth was 3.4%; the advanced
economies grew at 1.8% while the United States
grew at 2.4%. With the interdependence and in-
terconnectivity of the word economy and the reli-

ance of Jamaica on the US, the projections for
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Jamaica’s growth in 2014 was approximately 1.4% a moderate fore-
cast. The out turn for Jamaica in 2014 was a 0.4%. The growth was
severely impacted by a number of events which includes drought and
the Chick V epidemic.

Prospects for growth in real output for Jamaica in 2015 remains rela-
tively modest, as they were in the same period in 2014 albeit the
growth in the first quarter of 2014 was 1.6% when compared with the
out-turn of 0.3% for 2015. Given the new information, the growth pro-
jections given by many analyst for growth to be in the 1% to 2% range
should be lowered to a range of 0.84% to 1.54% for 2015. This cut is
in line with the relatively weak out turn for the first quarter and a num-
ber of downside risks which is manifested in the form of lower de-
mand for credit in the economy. In addition, the regional economic
climate has changed somewhat as the IMF has projected growth for
Latin America and the Caribbean to be approximately 0.9% for 2015,
this is after the forecast was trimmed by 0.4% from the forecast in

January 2015.

In addition to these forecast, the IMF outlined a number of factors that

are likely to be downside risk in the global economy, these include:

In emerging markets and advanced economies negative
growth surprises and prospects for potential output will create

an environment of sluggish to moderate growth.

Several advanced economies and some emerging econo-

Average Inflation in Regional Economies 2000-20013 vs 2014 (IMF, all consumer items)

2000-13 2014 2000-13 2014 2000-13

Advanced Avg. % |% Emerging Avg. % |% ILAC Avg. % %

Belgium 2.1 0.3]| Belize 2.1 0.9]Barbados 4.2 1.9

Canada 2.0 1.9] Botswana 8.3 4.4 Dominica 1.9 0.8

Japan -0.2 2.7]Brazil 6.6 6.3] Guyana 5.2 4.0

United States 2.4 1.6] Chile 3.1 4.4]Jamaica 10.5 8.3
Trin. & Togago 6.6 5.71Mexico 4.8 4.0
Venezuela 23.3 62.2]Panama 3.1 2.6

Group Averages

Avg. less

Jpn,Ven. &Jam
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Economic Outiook, Growth and Inflation

mies are still dealing with crisis legacies, including
persistent negative output gaps and high private or
public debt or both.

Inflation and inflation expectations in most advanced
economies are below target and in some cases are
still declining. It noted a specific concern to be coun-
tries with crisis legacies of high debt and low growth

and little or no room to ease monetary policy.

Long term bond yields have declined further and are
at record lows in many advanced economies. It noted
that countries with lower real interest rates rather than

simply lower inflation should benefit.

Lower oil prices will provide a boost to growth globally
for many oil importers but will impact oil exporters

negatively.

Finally, the IMF reported that exchange rates across
major currencies have changed substantially in recent
months, reflecting variations in country growth rates,

monetary policies and lower oil prices.

In the monthly economic bulletin of May 2014, the PSOJ
presented an analysis on one of the major down side risk
which was identified by the IMF in April issue of the World
Economic outlook. This risk was that due to inflation. In the
report | noted that “another fundamental downside risk that
has become evident in Jamaica is one that is wired in the very
engineering of the macro economy. This concems the twin
problem of facilitating economic growth by providing business-
es with adequate levels of liquidity and credit at an attractive
rate on one hand. On the other hand, the central bank tries to
build reserves and safequard the country’s balance of pay-

ment position by keeping liquidity tight and away from those
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who may want to use it to convert it into hard foreign cur-
rencies for speculative purposes. This twin problem is
even exacerbated by the low real aggregate demand in
the economy and the persistently low levels of general
productivity. The clear anomaly is the opposing directing
of the key variable, which is interest rate on one hand
requires a normalization to facilitate growth, but on the
other hand seems to be increasing in a drive to safe-
guard the currency. An important point to note here is
that this currency problem looks familiar, doesn't it? We

have been down his slippery slope before”.

| posed the question, “what are the factors driving these
fundamental macroeconomic variables, especially infla-
tion? | conducted a survey for the period 2000 to 2013 of
inflation in fifteen countries from three economic group-
ings. | am now re-examining the progress made by Ja-
maica re inflation over the last year by incorporating 2014
in the analysis. This is important as the price of oil, a ma-
jor determinant contributing to inflation in Jamaica has
been cut by almost half over the same period. It is also
important to note at this point that over the period the Net
International reserve has moved from approximately
US$1 Billion at the start of 2014 to US$2.4 billion and
the end of 2014. Interest rates specifically GOJ T-bills

have since being trending in the right direction.

The analysis showed that for the fourteen years under
review, the average inflation in the advanced economic
group was 2.2%, in the Emerging markets the average
inflation was 5.3% while in the Caribbean it was 3.8%,
this is after the outliers Japan, Venezuela and Jamaica
were removed from the respective groups. In this com-

parison an account was made of the stylized fact on the

The Private Sector Organization of Jamaica, Carlton Alexander Building, 39 Hope Road Kingston 10 Jamaica Tel (927-6238) Fax (927 5137) 7



Economic Outiook, Growth and Inflation

expected differences in inflation, economic growth across the-
se three economic groups. Jamaica’s inflation of 10.5% is
alarmingly high when compared to other countries in the re-
gion. It is two to three times that of regional inflation and six

times the inflation in Dominica.

So how has Jamaica performed in 2014 when compared to
this same group of countries? In 2104 average inflation in the
advanced economies stood at 1.3%, a reduction of approxi-
mately 0.9%. In the Emerging economies the average rates
for 2014 were 4.3%, a reduction of just about 1%. The results
in Latin America and the Caribbean were however significantly
different as the average inflation rate for this group was 2.7%,
a cut of approximately a third, when compared to their long-
term rates. In 2014 the inflation rates for Jamaica fell by ap-
proximately one fifth to 8.3%. When compared to the rest of
the region, on average Jamaica’s inflation rates are almost 6%
higher even in the face of the massive fall in oil and other

commaodity prices.

The high inflation outturn observed in Jamaica may be attribut-
ed to debt repayments financed by taxes, currency move-
ments which creates a vicious cycle on production cost, the
volatility in global commodity prices which creates both BOP
and currency issues. Finally, general expectations on the tra-
jectory of the overall price level in the economy is a major driv-

er of inflation.

Empirical evidence on the impact of currency movements on
inflation in developing countries, points to the fact that there is
an unambiguously positive relationship between floating ex-
change rate regimes and persistently high rates of inflation.
As | pointed out in the report last May, empirically, movements
in the currency accounts for a 10% average annual inflation,

interestingly, in 2014 the currency depreciated by exactly 8%.
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Inflation Fighting Measures

The central bank should continue with the crude oil
hedge, this will have a significant effect on inflation in
the future. It will not only reduce actual inflation but it

will seriously lower inflation expectations.

The central bank must continue to facilitate order in
the foreign exchange market. Disorderly movement,
speculation , dollarization creates exchange rate

volatility which feeds into inflation

The removal of the CET placed on imported fuel
would lower the cost of fuel and thus dampen infla-
tion

Public sector wage increases should be indexed to
productivity and economic growth . This will create a

stable price environment with respect to wages.

The Ministry of  Agriculture through the Agro Parks
must ensure that there is a consistent supply of local
produce . Estimates suggests that shortages in food

production contribute 1%-2% to annual inflation

The Consumer Affairs Committee Should continue to
publish the prices of all goods and services in the
media so that consumers are aware of the most effi-

cient prices in the economy

Note: In the inflation analysis the author used the infla-

tion data compiled by the IMF. In this compilation the

IMF uses all consumer item for international comparison.

The Statistical Institute of Jamaica uses a basket of con-

sumer goods, in this measure inflation for 2014 was ap-

proximately 4.0%
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International Commodity Prices

Oil Prices

Both crude oil indices increased for the month of May
2015. The European Brent which ended April at US$59.39
per barrel, increased by 8.71% (US$5.17) to US$64.56 at
the end of May 2015. Similarly, the price per barrel of
West Texas Intermediate (WTI) increased from US$54.20
for April 2015 to US$59.26 for May, an increase of 9.33%
(US$5.06). An analysis of annual variances reveal that the
European Brent is 41.14% lower than the price for last year
whereas the WTI is 41.90% below its level last year. Coin-
cidentally, both commodities are 37% below their two year
historical average. This months price is also 35.7% below
the 5-year average for the European Brent and 34.4% for
the WTI.

The prices for both commodities have increased for the
past two consecutive months resulting from rising demand.
It was reported in May that U.S. refineries’ demand for
crude oil is at a record high for this time of year, in time for
the beginning of the summer driving season. U.S. produc-
tion has dropped to a three-month low and the drawdown
on inventories has increased as refineries run at more than
90% of capacity. Another indication of the rising demand
from refineries is the drop in the cost of storage space for
crude, which implies more being used than being added to

storage. According to data from US Energy Department,

¢
¢

vist icdgroup.net
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LEADING CHANGE.
MAKING A DIFFERENCE.

US crude inventories have fallen for three consecutive
weeks. Another source of price increase is the worsening

geopolitical tensions in the Middle East.

QOil futures were under pressure in May, after data showed
that China's crude imports declined in May, adding to con-
cerns over a slowdown in global demand. In early June, QOil
prices rose by around 0.6%, following a decision by minis-
ters from the Organization of Petroleum Exporting Countries
(OPEC) to maintain current oil production levels at 30 mil-
lion barrels per day. OPEC held its 167th Meeting 5 June
2015, where it reviewed the oil market outlook with a partic-
ular focus on the demand and supply projections, as well as
the outlook for the second half of 2015. Noting its continued

concern over market volatility and the challenges faced by
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International Commodity Prices

the global oil industry, OPEC reported that a sharp de-
cline in oil prices seen at the end of 2014 and the be-
ginning of 2015 was caused by oversupply and specu-
lation. However, prices have begun to move slightly
higher in recent months. World oil demand is expected
to increase in the second half of 2015 and in 2016, with
non-OECD countries driving growth. Non-OPEC growth
of supply in 2015 is forecast to be just below 700,000
barrels per day, which is only around one-third of the
growth seen in 2014. In essence, the implications are
that prices should be on the increase for the second

half of the year.

Natural Gas

Following five months of declining prices, the price of
natural gas increased by 10.03% (US 0.26 cents) to
US$2.84 May 2015 relative to US$2.58 for the previous
month. However, the price at end-May 2015 was still
38.18% lower than prices in May 2014 and 30% lower
than prices in 2013. The moving 5-year average is
US$3.64, which means that May prices are 22.1%
(US$0.80) below average.

According to the weekly natural gas report published by
the U.S. Energy Information Administration (EIA), the
increase natural gas inventories was lower-than-
expected. This supported the increase in natural gas
prices in the month’s trade. The warmer weather condi-
tions in May was also a key driver for natural gas pric-
es. However according to some analysts, increases in

the commodity price have a tendency to be short-lived .

May 2015 Issue

Natural Gas
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Higher natural gas prices are positive for oilfield service com-
panies. As a result, upstream companies will increase their
drilling activity. The rise in drilling activity will increase produc-
tion, which suggests lower natural gas prices in the long-term.
In the short-term however, oversupply factors will push natural
gas prices lower while warmer weather might support the in-

crease in natural gas prices.

The EIA expects monthly average natural gas prices to rise
somewhat through the summer as cooling demand increases,
but remain below $4 per Million Metric British Thermal Unit
(MMBtu) throughout the forecast period. Consumption growth
in 2015 is so far largely driven by demand in the industrial and
electric power sectors. EIA projects natural gas consumption in
the power sector to grow by 13.7% in 2015 and then fall by
2.7% in 2016. Low natural gas prices support increased use of
natural gas for electricity generation so far in 2015. Industrial
sector consumption is forecasted to increase by 3.6% in both
2015 and 2016. This is in the context of new industrial projects
coming on-stream and industrial consumers continuing to take
advantage of low natural gas prices. Consumption of natural
gas in the residential and commercial sectors is projected to
decline in 2015 and 2016.
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International Commodity Prices

Sugar

Free Market sugar traded at approximately US$0.13
cents down by 1.61% from US$0.13 cents per
pounds for April. US Sugar imports ended May at
US$0.25 cents up by 1.36% from US$0.24 per pound
in April. The annual comparison to May 2014 prices
reveals that the price of Free Market sugar is 27.41%
lower, while US import prices is 1.75% lower than last
year. The two year comparison reveals that the Free
Market sugar is 27% lower than prices in 2013 and
22% higher for the U.S Imports. Our calculations put
both commodities below their respective 5-year aver-
ages of 29.2% for the Free Market sugar and 8.3% for
U.S. Imports.

In early May last year, DATAGRO, one of the largest
consultancy of ethanol and sugar in the world, told the
industry, which gathered for Sugar Week, that Brazil's
main center-south region will see higher year-over-
year sugar production in fiscal year 2015/16. This fol-
lowed other estimates for increases in that region, as
well as lowered world sugar supply deficit forecasts.
May also say the biggest tumble of July raw sug-
ar futures since January. This was also the case for

the spot contract of August white sugar on the ICE

Futures market the since January.

optimization
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Sugar Prices
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Given that we are in the early stages of the season for the larg-
est exporter's production cycle, much uncertainty and a wide
variation of estimates remains in the market. For example, some
predict that Brazilian production of sugar will rise by only 0.4%,
citing a switch to pushing an increased proportion of cane to-
wards making ethanol. The appeal of the commodity is being
boosted by an increase to 27% in the mandated level of the bio-
fuel which must be blended into gasoline. IMF forecasts expects
that at the end of the quarter, the Free market price will be at
US$0.1340 cents per pound and the U.S. Imports will be at
US$0.2440 cents per pound.

Maize/Corn

Corn prices fell in May 2015 relative to April of 2015 by US$5.76
(4.44%). In this regard, corn prices closed the month at
US$166.30 per tonne. Between May 2014 and May 2015 prices

[ ~
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fell by US$50.62 (23.34%). A two year price compari-
son from May 2013 to May 2015 shows a total price de-
cline of US$129 (44%). The five year monthly average
for corn is US$251.15, meaning that current prices are
US$84.86 (33.8%) lower. Since the USDA released
its World Agricultural Supply and Demand Estimates
(WASDE) report on May 12t, corn futures prices have
moved sideways-to-higher. This reflects a temporary
change from the downtrend in corn futures prices since
January that had resulted in lows during late April to
early May.

USDA demand and supply projections show that corn
production for 2015/16 is unchanged at 13,630 million
bushels, 4 percent below last year’s record level. Based
on data reported in the Grain Crushing’s and Co-
Products Production report, corn beginning stocks for
2015/16 are raised, with a 25-million-bushel reduction in
2014/15 forecast for corn use in ethanol production.
Corn ending stocks for 2015/16 are projected at 1,771
million bushels, up 25 million bushels, the same as for
beginning stocks. The range for the 2015/16 season-
average farm price is unchanged at $3.20 to $3.80 per
bushel, compared with the 2014/15 range of $3.55 to

$3.75 per bushel, which is also unchanged this month.

Insight: Corn has food, feed, and industrial uses.
Corn is a major component of livestock feed. Feed use,
a derived demand, is closely related to the number of
animals (cattle, hogs, and poultry) that are fed corn. The
amount of corn used for feed also depends on the crop's
supply and price, the amount of supplemental ingredi-
ents used in feed rations, and the supplies and prices of

competing ingredients. The United States is a major
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player in the world corn trade market, with approximately 20

percent of the corn crop exported to other countries.

Since the USDA released its World Agricultural Supply and
Demand Estimates (WASDE) report on June 10t%, corn fu-
tures prices have declined. With 1) a record high 2014 U.S.
corn crop of 14.216 billion bushels (bb), 2) prospects for an-
other large U.S. crop in the 13.2-13.8 bb range in 2015, and
c) large 2015 foreign corn and other coarse grain crops, the
likelihood of corn futures prices having a strong rally to $5.00
or above in coming months is limited. This situation could
change if substantial crop production or export availability
problems occur in either the U.S. or in other major coarse
grain production and exporting regions of the World in coming

months.

Rice
For the month of May 2015, there was a (2.54%) US$9.98
per metric tonne decline in the price of & percent broken

milled white rice. Similarly, the price of US$382.43 recorded
at end-May reflects a reduction of US$21.16 (5.24%) relative
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to May 2014. The two year comparison reveals that the
commodity price is 31% lower than prices in 2013. The
five year monthly price average for rice is now
US$490.22, indicating that the May price is 22% below
the long term average. There has been a continuous

decline in prices since august of last year.

Global rice prices have fallen more than 14 percent
over the past 8 months, recently hitting their lowest lev-
el since January 2008. According to some analysts, the
factors that have contributed to this steep decline are:1)
reduction in inventories resulting from the sale of inven-
tories by the Government of Thailand 2) continued
abundance of exportable rice, despite a smaller global
rice crop and lower global ending stocks in 2014/15 3)
and the appreciation of the U.S. dollar, which has put
downward pressure on global rice prices, since rice is
typically traded in dollars. Meanwhile, low oil prices
have reduced the buying capacity of several major im-
porters, especially Venezuela and several Middle East-
ern buyers, and none of the major Asian rice importers-
Indonesia, the Philippines, or Bangladesh-have experi-

enced a crop shortfall that would boost import demand.

Thai rice exports was down 4 percent when compared
to the same period last year. This reflected a reduction
in white rice exports which declined around 17 percent
from last year due to price competition from Vietnamese
rice. Currently, export prices for Vietnamese rice are
approximately 10 percent cheaper than Thai rice. Ac-
cording to the USDA Foreign Service, global production
for 2015/16 is still projected at a record, but marginally
lower this month. Global trade, consumption, and
stocks are little changed. Marketing year 2014/15 se-

May 2015 Issue

cond off-season rice harvest is underway while marketing year
2015/16 main-crop rice cultivation is progressing well. Rice
exports in the second half of 2015 are likely to accelerate for
the remaining of the year. The IMF forecast price for the end of
the second quarter is approximately U.S.$411.4 per metric

tonne.

Wheat

For May 2015, global wheat prices fell for by US$8.20 (3.67%)
when compared to April, to close at US$215.15 per tonne.
When compared to May 2014, prices have fallen by
US$119.60 per tonne (35.73%). Prices are also below the 2-
year average by U$$104 (33%) and below the 5-year average
(which is $297.57) by 27.7%.

Oversupply remains an issue in the global wheat market. De-
spite the current shortage of US supplies, one analyst reported
that the removal of duties on wheat exports by Russia on May
15t a month before schedule, could be a counterbalance. It is
estimated that the decision will allow Russia to export over 1
million additional tonnes of wheat by the end of June. With in-
flation in Russia having hit 17 percent as a result of a drop in
the ruble currency, the decision to remove a ban on wheat ex-
port duties was primarily motivated by the fact that domestic
producers had largely been losing money as a result of the tax.
Shipments to Egypt (for which US contracts had recently been
cancelled) are now largely based on competition between
French and Russian supplies, which seems set to increase as

a result of the removal of duties.

Russian wheat export prices rose in the latter weeks of May
following an increase in global benchmarks and concerns over

dry and hot weather in the European part of Russia, according
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to Russian analysts. The rise of the European wheat mar-
ket will likely cause further strengthening of Russian
wheat. Other analysts speculate that the continued over-
supply in the global market will prevent any sustained
price increases. The IMF forecast wheat prices to be well
below its current level by the end of the second quarter at
US$176.6 per metric tonne. It is not unusual for commodi-
ty prices to fluctuate greatly during planting phases due to

uncertainty.

Soybean

At the end of May, the price per metric tonne for soybean
oil stood at US$716.49. This is an increase of 3.59%
more than the April price of US$691.67. This month’s
price is also 19.81% lower than last year. It is also 34%
and 29.5% below its 2-year and 5-year average, respec-
tively. The Soybean Meal on the other hand decreased to
US$340.47 (2.64%). This is $202.31 (37.27%) lower than
the price level last year. It is also 29% and 22.9% below

its 2-year and 5-year average, respectively.

The final week in May saw soybean prices collapsing to a
seven-month low on expectations that this fall's U.S. bean
crop will overwhelm global markets. The U.S. Department
of Agriculture recently predicted that global stockpiles will
reach an all-time record before the U.S. harvest this fall.
This is on the back of rising production in Brazil and Ar-
gentina, the world’s largest growers of soybeans after the
United States. The overall weather outlook at the end of
May was good for the bean crop but bad for prices. With-
out increased soybean demand from the livestock or food

industries or a serious threat to production, many fear that
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prices will continue to be depressed.

Corn and soybean producers have been keeping a close eye
on the bird flu outbreak, concerned that the loss of nearly 45
million birds might reduce demand for poultry feed made with
the grains and send prices lower. A grain market analyst
however, says there appears to be no significant impact to
commodity prices in part because demand remains strong
from other sources, such as hog and cattle producers. The
amount of grain fed to chickens and turkeys is relatively
small compared to how much is harvested. About 1 billion
bushels of corn and soybeans each went into turkey and
chicken feed last year; that's out of 14 billion bushels of corn
and nearly 4 billion bushels of soybeans. Soybean Meal is
forecasted to be US$358.5 while soybean oil is forecasted to
be US$696, by the end of this quarter.

Coffee

the Arabica and the Robusta coffee had
slightly larger disparities in May 2015. The Arabica fell by
US$0.07 (4.11%) to US$1.58 while the Robusta fell by
US$0.04 (4.44%) to US$0.94. Between May 2014 and May

2015 prices fell by US$0.57 (26.51%) and US$0.14

The price of
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(12.92%), respectively. A biennial comparison from April
2013 to April 2015 shows total price increase for Arabica
of US$0.07 (4%), while for Robusta, a decline of
US$0.11(11%). The five year average monthly price for
both types of coffee are US$2.01 and US$1.10, respec-
tively. This implies that the current prices of the Arabica
and the Robusta are US$0.43 (21.2%) and US$0.16

(14.3%) lower than the five year average prices.

Insight: The coffee price is keenly watched as the second
most traded commodity on world markets. Large coffee
estates and plantations often export their own harvests,
or have direct arrangements with larger roasters or trans-
national distribution companies, with prices set by the
New York Coffee Exchange. Green coffee is purchased
by importers from exporters or large plantation owners.
At a local level, Importers hold inventory of large contain-
er loads, which they sell gradually through numerous
small orders.

Coffee prices continued their decline as speculation over
the current 2015/16 Brazilian crop suggests that the mar-
ket has no immediate supply concerns according to re-
ports of International Coffee Organization (ICO). Indeed,
one major trading house has already forecast a global
supply surplus for 2015/16. The continued weakness of
the Brazilian real has put downward pressure on prices.
Finally, Conab have released their second estimate of
production in Brazil for 2015/16, which is forecast to de-
crease by 2.3% to 44.3 million bags, which is at the lower

end of the initial range given in January.

Banana

Banana prices moved in May 2015 to US$946.9 per
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tonne. In this regard, prices increased by US$112.35
(10.61%), from US$1,059.14. in April. For May 2015 relative
to May 2014, banana prices rose by US$30.79 (3.36%) per
metric tonne. The five year average monthly price is
US$949.67, indicating that current prices are US$2.87 (0.3%)

lower than the long term average.

In the banana market, the farmers and families who grow
Honduras’ fruits are under increasing strain. Over the past
few years, the sweltering summer rainy season has grown
hotter and drier, forcing producers to pump up more ground-
water or turn to expensive irrigation systems. Cold spells dur-
ing the current dry season are becoming even cooler, slowing
the rate at which bananas ripen. Some smaller producers are
abandoning their fields as the costs of tending to plants make

farming less profitable.

According to Tim Priem of United Fresh Service, there is
reduced availability of fresh fruit on the market. He noted that
It takes four to five weeks for the fruit to be shipped to the US
and during the holidays not many people were packing at the
plantations. He noted that the European green price is in-
creasing despite the lagging yellow market. In Europe, the
green price will increase further, while prices in the Nether-
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lands are stabilizing. Tim further noted that demand is
good, although the Netherlands lags far behind compared

to other European countries.

While a lot of bananas in the Netherlands are of Colombian
origin, in Europe supplies from Ecuador are increasing.
The export from Ecuador to China, a new market is in-
creasing enormously. With the Philippine and Indonesian
bananas, China has a reasonable market at home, but due
to problems in recent years, the Ecuadorian fruit has made
waves there. Experts share expectations that in the long
run China could become a very big player for the Ecuadori-
an fruit. What the effect of this will be on the European
market, is not yet known, but it could offer perspectives for

the European banana sector to deal with shortages.

Oranges

Orange prices fell by US$3.49 (0.57%) in May 2015 to
US$608.64 per metric tonne, relative to April 2015. Rela-
tive to May 2014, prices decreased by US$431.36
(41.48%). Compared to May of 2013, prices fell by US$448
(42%). The five year average monthly price is US$859.58,
which indicates that current prices are US$250.94 (29.2%)

lower.

Insight: The USDA biannual report, published in January

and July is anticipated next month for Orange projections.

Diseases are not the only concerns of citrus growers in
one of the top producing locations for citrus this season.
Analyst Kevin Bouffard shared that the fatal citrus greening
disease is becoming increasingly detrimental to citrus
growers. The U.S. Department of Agriculture reduced this
season’s orange crop by 5.6 million boxes, or 5 percent, to
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just 96.4 million boxes. It was the first time in 49 years, that
the Florida orange crop fell below 100 million boxes and the
lowest total since 1964-65. Consumers are also concerned

as they might be struck with higher prices.

The production decline came entirely in the Valencia orange
crop, harvested from March to June, which sank by 6 million
boxes to 49 million boxes, down 11 percent, according to
the USDA crop update. It added 400,000 boxes to the early
and mid-season orange harvest, which ended in March,
based on deliveries to Florida juice processing plants, which

buy 95 percent of the state’s oranges.

Beef

In May 2015, beef prices fell to US$1.99 per pound, a re-
duction of US$0.15 (7.10%) relative to April 2015. Relative
to May of 2014, current prices are US$0.05 or 2.40% higher.
A look at May 2013 reveals that current prices are US$0.20
(11%) higher. The five year average monthly price is
US$1.88 which suggests that current prices are US$0.1
(5.4%) higher than the long term average.
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This month, experts share that falling beef prices and improved
pasture conditions will likely intensify cattle producers’ summer
grazing intentions. Improved pasture conditions will provide
forage for the already low cow numbers, and fewer cows will be
slaughtered. Improved pasture conditions will also provide a
longer grazing season for feeder cattle, which will leave fewer
cattle for placement in feedlots until the end of the grazing sea-
son this fall. Falling fed-cattle and beef prices have led to nega-
tive cattle feeding and beef packer margins as consumers ap-
pear to be backing away from beef at its recent record prices.
Packers are struggling to find cattle and have sharply reduced
slaughter in the last few months. The 4th of July weekend is
around the corner and this should be the time when retailers
are aggressively looking to fill the meat case with ground beef
and steaks. It is somewhat worrying to producers that the price
of grinding beef items, has failed to generate much of a mo-
mentum. And this despite the sharp declines in slaughter ex-
perts have seen the last two weeks. As with pork, beef exports
will play a critical role. Demand from some Asian markets ap-
pears to have slowed down and this has further dented packer
returns and their ability to bid on cattle. Futures saw the recent
drop in slaughter as bearish for nearby cattle—a signal that
packers will keep slaughter light rather than bid themselves
deeper into the red.

The weather seems to be in farmers’ favor in the beef market
for the crop year 2014/2015. The wettest winter since 2007 has
ranchers in Texas optimistic about spring. That's because im-
proving pastures are helping producers add cows in Texas and
across the country. The latest cattle inventory report showed
cattlemen and women added 600 thousand heads in 2014, with
states like Texas growing herds by 7 percent. "We know rain
makes hay, rain makes grain and we know the industry is re-

sponding with expansion" says Art Wagner, VP Cattle Procure-
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ment, and National Beef Packing. Tight supplies have
made the last couple of years difficult to manage. Be it
stocker operators, feed yards or packers that scarcity
of supply made for record prices in 2014. However,
since the first of the year, a mild winter, rising dollar
values, slow-downs at West Coast Ports and now proof
of increasing supplies, all combined to push prices low-
er. Don Close, RaboBank AgriFinance noted that that
there are 20 percent more cattle on wheat pasture this
year and thinks that there is a lot of background and

grow yard cattle.

Poultry

According to the IMF commodity tracker, there was a
larger increase in the price of poultry for May 2015 rela-
tive to the April increase, increasing from US$1.15
cents to US$1.16 cents per Ib., a 0.95% increase.
This is 6.59% higher than last year and 11% higher
than two years ago. It is also 13.8% than the 5-rear
average. The increase comes in light of the still pre-

sent bird flu case.
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The global case of avian flu has had a big impact on inter-
national markets. The global trade streams and prices are
expected to remain under pressure for the remainder of
2015, according to Rabobank’s latest Poultry Quarterly
Q2 report. The long-term impact may be significant due to
several trade bans on breeding stock in importing coun-
tries. Supply growth discipline is important under such
worsening conditions. This has been proven by countries
with healthy market balances in their markets like US,
Brazil, South Africa and Japan where the industry is still
making good margins. Supply growth discipline, in part,
ensure that the difference between demand and industry
supply is minimized, that is, the two are matched as
closely as possible, so that price fluctuations are mini-

mized. Many countries in Asia, including China, who have
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implemented restrictions on trade on breeding stock might be
affected by low supply next year due to expected future short-
ages in local breeding value chains.

US farmers have been forced to kill almost 40 million chick-
ens and other birds, causing egg prices to soar as a deadly
version of the avian flu attacks the poultry industry. An out-
break of a particularly infectious version of the bird flu, be-
lieved to come initially from wild ducks and geese, has spread
into 15 US states and two Canadian provinces, requiring the
mass slaughter of egg-laying chickens and turkeys in particu-
lar. That has translated into an 80 percent surge in the whole-
sale price of eggs, and a more modest hike in turkey meat
costs, which could last for the rest of the year even if the flu
outbreak can be successfully contained, according to industry

officials. The Midwest state of lowa, the largest US egg pro-
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ducer, has seen some 25 million birds, mostly chickens
for egg production, killed. Poultry is expected to be
US$1.183 at the end of quarter two this year, according

to IMF forecasts.

Swine (Pork)

In May 2015 the prices for pork decreased by US$0.16
(26.79%) to close at US$0.77 per pound. The price of
pork was US$1.10 per pound in May 2014, which re-
flects a US$0.33 (30.01%) price decrease relative to May
2015. A two year analysis of pork prices shows that cur-
rent prices are US$0.12 (13%) lower than they were in
2013. The five year monthly average price per pound for
pork is US$0.89, this means that current prices are
US$0.12 (13.8%) higher than the long run average.

Experts asserts that the pork cutout seasonally moves
higher in late June but large pork supplies appear to have
overwhelmed the market. A number of items that normal-
ly support the cutout at this time of year have failed to
generate much upward momentum. In 2012 and 2013,
the loin cutout gained about $20/cwt. between late May
and June 30th. This year, however, those promotions do
not appear to be providing much of a lift for loins. This
could be because of weaker consumer demand. It may
also indicate that supplies are too large and thus lower
prices are required to clear the market. Hog carcass
weights are starting to come down but they still remain
about 3.5 per cent higher than in 2012 and 2013. So
with 13 per cent more pork in the market than in 2012-
13, there should be little surprise that prices for items
such as loins or hams currently are tracking 15-20 per
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cent lower.

A comparison is not made with 2014 year recognizing that last
year markets were severely stressed by PEDv induced short-
ages. Going into July, the expectation is for hog slaughter to
ease a bit lower, somewhere in the 2 million head/week
range. Also, hog weights should continue to decline as hog
weather normally starts taking a toll on animals. Exports re-
main a key wild card and weak ham values are a warning sign
that Mexico purchases may have slowed down. For now, pork
supplies appear to be burdensome, especially for items that
carry a large portion of the cutout such as loins and hams. As
a result, futures have sold deferred contracts aggressively,
anticipating even larger supplies coming to market later this
year. Experts share concern about the PEDv cases although
there is little talk at this point about PEDv. It is summer and
normally the number of PEDv cases declines but the issue
could resurface later in the fall. If cases start to crop up, we
will likely see risk premiums return for late spring and summer

2016 futures.. For now, markets remain concerned about cur-
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rent pipeline supplies and the ability of domestic consum-

ers to absorb the additional supply.

Aluminum

Aluminum prices fell by US$15.15 (0.83%) per tonne and
closed May 2015 at US$1,804.04 per tonne. Relative to
May 2014, prices decreased by US$52.99 (3.03%) per
tonne. Relative to May 2013, prices decreased by US$29
(2%).The five year average monthly price for aluminum is
US$1,995.48 per tonne, meaning that current prices are
US$191.44 (9.6%) lower.

Expert Lisa Reiisman reports that despite a strong start
during the early part of May, as the US dollar entered a
small correction, aluminum prices have continued their
downward price movement with the other industri-
al metals. If the dollar continues its moves to the upside
aluminum will likely remain in a bear market. Several indi-
cators tell the state of aluminum supply. Traders have
reported Chinese bar products have now entered Euro-
pean markets cost-competitively, the first time in five
years, as a result of the Chinese export tax change re-
ported last month. In addition, service centers
have ample aluminum stocks and global aluminum pro-
ducers have reported extremely short lead times — in
some cases days, and in other cases longer than three

weeks.

p¢ visit icdgroup.net
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Insight: With electricity accounting for approximately 37% of
the total cost of aluminium production, analysts expect to see
aluminium production shift to nations that have access to low

cost energy sources.

Cocoa Prices

$3,500 - $3096
$3,000 -
g
gsz,soo :
F $2,000 -
@ $1,500 -
&
g $1,000 -
$500 -
$0

@«‘@;é““;é

e C0OCOa beans

Aluminum Prices
$3.500 -
$3.000 -

Q
§ $2.500 -
- $2.000 -

(%
. $1500 - §1804 04

"3
0 §1,000 -
$500 -
$0

PEETTEEYY:
g FFddddy

o A UMinUM

LEADING CHANGE. | gerc [ jmew 1y o2
MAKING A DIFFERENCE, ~ »=== "= e 0.

WIA%N ADVMT)@ YU custazs

wnenmionee  COMMUNIcaTAONS YOUM ULEIVENT THECUSH EVPLOMENT

The Private Sector Organization of Jamaica, Carlton Alexander Building, 39 Hope Road Kingston 10 Jamaica Tel (927-6238) Fax (927 5137)



International Commodity Prices May 2015 Issue
Commodities Unit Price  Price  Monthly Change

Impact of global prices on Jamaica
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over the next two to three months. Dated Brent Crude  |Barel 6455 0.8 8%
This rise in fuel price is expected to be short lived as the nor- (Crude WTI Barrel 5926 4.0 9.3%
mal cyclic movements should cause prices to fall or stabilize oranges Metric ton 0864 81213 06%
in the later part of the year. The projections on food prices Svin e(pork) Pound n9 .58 %8
show that they will decline towards the end of 2015 (see table

, o — [Poultry Pound Ees | 11488 09%
page 20). To this end, the domestic inflation should continue
to be moderated by both local food production and interna- Rice Wetic ton ®4 s 2%
tional food prices. BOP and exchange rates should thus be soybean Heal Wetric ton U047 M -26%
positively impacted. Soybean Oil Metricton | qig40 | 69167 3%
The graph to the right shows the relationship between move- Sugar- Free Market | Pound 1270 2.4 -16%
ments in commodity prices and movements in domestic infla- (Sugar-USImport  {Pound U1 Ux 14%
tion. The upward movements in the international price indices [Wheat Metricton | 545 2334 A

for May 2015 along with local price increases should be ob-

Uonthly Change in Energy and Food Price Indices

served in Jamaica around end-July 2015. In addition, inflation

of 0.5% for May 2015 would have been influenced by the | 2:
price movements in March-Apr. 2015. =
1755
The adjusted forecast by the BOJ is for inflation to fall in the z
range of 5.5% to 7.5% in the 2015 fiscal year. The PSOJ 125%
sees significant risks from exchange rate movements, domes- ' mii
tic agricultural production and wage increases, higher taxes "‘Zg
and money growth. In this regard, the PSOJ’s adjusted fore- 15°
cast is for inflation to fall between 3% and 6% will remain until %

.y . OO Qe e TANNNNOMOOM OO s 0O
end of October 2015. Weather conditions, fuel prices are the % § T 3 % !;! 3 3 % § 3 3 % § T 3 % § T 3 %
biggest risk to these projections. £23C2z352535233582533¢2

= Fo0d & Beverge Index  ====Enemgy Index eeeer Ja. Inflation
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INTERNATIONAL COMMODITY PRICES (IMF)
Actual Prices Propctions Percentage Change
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® Electrical Sales
The Lighting World
Solar Energy

GROUP OF COMPAU4

It’s finally here!!
*Free energy audit
*Solar water heater
*Solar street/lamp A
*Solar gardens lamps J $ f
*Solar systems

% *Fmancmg avalla‘nle

77-79 Molynes Road, Klngston Tel: 937-5099/2401
3 Cottage Rd - 971-9117 |18 Fairview Off. Park - 684-9431 (Mobay)
35 Ward Avenue, Mandeville Tel: 625-0250
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Monthly Inflation and Treasury Bill Rates

Domestic Inflation Rate

Domestic inflation, measured by the All Jamaica “All Divisions”
Consumer Price Index (CPI) increased by 0.5% for May 2015. Ac-
cording to the Statistical Institute of Jamaica, the outturn for the
month was largely influenced by a sharp increase in Food & Non-
Alcoholic Beverages, Housing, Electricity, Gas, and other Fuels
and Transport. The movement in Food & Non-Alcoholic Beverag-
es was primarily due to an increase in the prices of vegetable &
starchy foods. The increase in the other two divisions resulted from

increases in Electricity & Gas and Transport.

For CY-May 2015, inflation rate is 0.1% compared to 2.4% for CY-
May 2014. The annual change in inflation was 4.0%. The PSOJ’s
inflation projections for June and July to be approximately 0.45%
and 0.4%, respectively. This then means that inflation for the third
quarter, with expected increases in school related expenses and
possible bad weather is the period of highest risk. Nonetheless,
with a thirty to forty percent probability that fuel prices could fall in
the latter part of the year. The possibility of a 2-3% inflation for the
year is still on the table. The main risks to the inflation expectation
are bad weather conditions, higher than expected currency depre-
ciation and fuel prices move adversely. If these risks materialize,
inflation should be at the higher end of the PSOJ projections of 3%
to 6%. While fuel prices are rising and may continue to December,

food prices could moderate domestic inflation towards 6%.
GOJ Treasury Bill Rates

Yields on all tenors of GOJ Treasury Bills declined for the May
2015 auction. In this context, there were reductions of 3 bps, 3
bps and 8 bps in the yields on the 30-day, 90-day and 180-day
tenors of GOJ Treasury Bills. For the fiscal year to May 2015,
yields on the 30-day, 90-day and 182-day tenors fell by 3 bps, 16
bps and 29 bps, respectively. Overall, the decline in the yields
for the may be an indication of improved confidence in the outlook
for general macroeconomic economic performance over the medi-

um to long term. Additionally, lower yields on the instruments may

May 2015 Issue

Monthly Inflation
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also reflect the improved outlook for the inflation environment,
primarily in light of recent announcements by the Bank of Ja-
maica of a 4.0% inflation rate for FY2014/2015 and that infla-
tion for the FY2015/16 will fall below the range of 5.5%-7.5%,

for the year.
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Monthly Exchange Rates Update

Relative to April 2015, the Jamaica Dollar depreciated vis-a-
vis the US dollar while appreciating vis-a-vis the Canadian
dollar and the Great British Pound. The movement in the
currency brought the Fiscal year to May depreciation rela-
tive to the US dollar to 0.94% (J$ 1.08) and the Fiscal year to
May appreciation relative to the Great British Pound and Ca-
nadian dollars to 4.47% (J$ 7.6) and 2.81% (J$2.54), respec-
tively.

The Jamaica Dollar depreciated by $0.47 (0.41%) vis-a-vis the
US Dollar for May 2015 relative to April 2015. At end-May 2015,
the Dollar traded at J$116.12=US$1.00. Contrastingly, the Dollar
appreciated by J$0.53 (0.3%) and J$2.93 (3.05%) against the
Great British pound and Canadian dollar, respectively. At end-
May 2015, the Jamaica Dollar traded at J$177.57=GBP£1.00 and
J$93.16=CAD1.00, respectively.

However, the increased pace of depreciation vis-a-vis the US
dollar relative to the month of April 2015 may be reflective a com-
bination of market factors which may include increased demand
for US dollar at the onset of the summer vacation season. Howev-
er, the Jamaican Dollar continues to hold strong against the Ca-
nadian dollar and Great British pound which may be reflective of
continuous successful performance under the EFF, particularly in
light of the most recent successful performance for the March
2015 quarter.
largely responsive to the stock of Net International Reserves

In addition, the movement in the rate has been

(NIR) at the Central Bank which continues to be boosted by dis-
bursements from the International Monetary Fund (IMF) following

each successful quarterly review.

In May 2015, The Bank of Jamaica explained that currently, the
pace of depreciation does not pose a challenge to domestic infla-
tion given the recent changes in the fundamentals that drive ex-
change rate. In particular, net demand from the current account
has been narrowing given the reduction in the deficit. The BOJ
expects that exchange rate depreciation will continue to slow-

down.

May 2015 Issue
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CY-2013 1340 | 148%| 27.03 | 180% | 211 29%
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Net International Reserves & Money Supply May 2015 Issue

Net International Reserves Net International Reserves

At end May 2015, the stock of Net International Reserves 3,000
(NIR) at the Bank of Jamaica was J$255.44 billion
(US$2,401.24 million) reflecting an increase of J$923.25

million (US$8.68 million) relative to the previous month.

2,500

2,000

illions

= 1,500
For the month, the change in the NIR was largely due to an

S$

= 1,000

increase of US$4.43 million in the external holdings of for-
500
eign assets which was supported by a decline of US$4.25
million in liabilities to the IMF. At the end May 2015, the

gross reserves at the Central Bank were sufficient to finance

29.73 weeks of goods imports which represents 17.73
——NIRUSS MN (LHS) —— Weeks of Imports (RHS) = = Benchmark Weeks of Imports

weeks over the international benchmark of 12 weeks of

goods imports. Annual Changes-NIR

1,200 |

Base Money Lo 1

rency issue of J$1.4 billion which was partially offset by | 600 -
800 -

For May 2015, there was an expansion of J$1.04 billion . iz ]

(1.01%) in the monetary base relative to the previous month. é x ‘ H |
This expansion resulted in an end-month stock of J$104.17 v§ 0 ” ”..' |
billion. The movement in the base mainly reflected net cur- jgg w HHH ‘ ”H

declines of J$265.00 million in commercial banks’ statutory

-1,000

cash reserves and a decline of $86 million in commercial gg82ssSccosdgEEEEEEIII

S R I R R R I

. . T J 00 ® J 0 08 5 00O ® J 0 0 & 50O ® J0 0 ®

bank current account balances. The expansion in the base EJZULSIZLEJZLELZULEQZLETZULE
resulted from an increase of J$923.25 million in the Net Base Money

120,000 -
international Reserves (NIR) which was supported by an | 11000 1
100,000 -
increase of J$117.60 million in the Net Domestic Assets | 000 -
80,000 | [ 3
(NDA). § 7000 Ao
= 60,000
50,000 |
On an annual basis, the multiplier increased from 2.76 at | = o000 -
30,000 -

March 2014 to 2.78 at March 2015. For the same period, the | 20,00 |

10,000 -

monetary base increased by J$6.65 billion (7.05%). Con- 0

Increased currency issue during Christmas

sistent with the movements in the base and the multiplier, | £ & £ 5 3 & 3 5 2 & 32 2 & 28 5wt 8 st wi g s
money supply increased by J$20.44 billion (7.84%) for

March 2015 relative to 2014. The increase in the SUpp'y of . Currency Issue Current Account Reserves mmmm Cash Reserves «-+-- Base Money
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Net International Reserves & Money Supply May 2015 Issue
broad money would have contributed to the observed in- M2 Multiplier
crease in private sector credit for the period. 4.00 -
3.80 -
3.60 -
Dollarization Ratio 3.40
3.20 -
Revised data indicates that the dollarization ratio increased |, =~
marginally from 43.6% at March 2015 to 44.4% at March |50 - —
2014. This increase reflected the marginally stronger ac- (260 -
cumulation of foreign currency deposits in the commercial [>4°
banking system relative to local currency deposits. This may 2'20(9;, PO I T S R R T I
be reflective of consumers’ converting their holdings of local EE e aeees
currency deposits to foreign currency deposits in light of a
depreciation of 5.0% in the exchange rate vis-a-is the US | M2-Annual Changes (%)
dollar.
The dollarization ratio is the proportion of foreign currency ™ |
deposits relative to total deposits in domestic financial insti- 1% | 5 8%
tutions, in this case, the domestic financial institutions in-
clude only commercial banks. The dollarization ratio | 5% -
measures the extent to which citizens of Jamaica officially or
unofficially use foreign currency as a legal tender for trans- 0% ' | ” S
acting businesses. Dollarization is an important indicator of | sy -
currency substitution. Its presence is generally an indication @é‘@ é@*& @'& é@'& @é'@ é@*'@ \&@*‘@ “@‘"& @#'”N @4‘0 é@*'c’ é@«”& ‘@”
that there is greater stability in the value of the foreign cur-
rency relative to the domestic currency. While dollarization is (Foreign Curr::l?gza;:;ri‘t::;i?otal Deposits)
not unique to Jamaica as a developing country, the adverse |g0.0% |
effect is that it may increase the volatility of money demand | ..
and impinge on the capacity of the Central Bank to conduct 0%
monetary policy. In addition, it contributes to the depreciation ) 44.4%
of the local currency. Finally, dollarization, is regarded as an .
obstacle to the conduct of monetary policy, given that in the o
presence of dollarization, domestic monetary policy is also 0% ]
impacted by foreign economic variables, therefore the Cen- P%%% -
tral Bank’s autonomy is limited. 25.0% s e e e
‘x@*& ‘@e @”‘59 @’“‘ﬁo @""6 @”‘& « ¢*§ @“"O @”"W @*’0 @“"u @*ﬂ,

The Private Sector Organization of Jamaica, Carlton Alexander Building, 39 Hope Road Kingston 10 Jamaica Tel (927-6238) Fax (927 5137)



e ———————
Commercial Banks Interest Rates May 2015 Issue

Commercial Bank Interest Rates LocalGumency Inferest Rates
28.0
26.0 Lending Rate

The overall weighted average lending rate on local curren- ~ ,,
cy loans increased by 0.36 bps to 17.10% for March 2015 **°

20.0

relative February 2015. The increase largely occurred in 180

en

the context of an increase of 4.43 pps on Central Gov- 8440

Per

ernment loan rates which was partially offset by declines
all other categories of loans. As a consequence, the 8.0
spread on domestic currency loans narrowed to 15.40% at 4.
March 2015 relative to 13.95% at February 2015.

Deposit Rate

Similarly, interest rates on foreign currency loans for
March 2015 increased by 8 bps to 7.21% relative to Feb-

ruary 2015. This change largely resulted from reductions

Foreign Currency Interest Rates

in the rates on foreign currency personal loans by 5 bps,
which was supported by reductions in rates charged on
personal credit and installment credit. The interest rate
spread on foreign currency loans in commercial banks
was 6.35% for March 2015 from 6.27% for February 2015.

Per Cent

Deposit Rate

Q Ny 3 > U \eJ

S A R
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5 5 o

Instalment | Mortgage | Personal | Commercial LGOPE Central| Overall
Credit | Credit | Credit Credit Govt. | AIW Rate
Monthly Change| -0.05 -0.01 -0.01 -0.05 411 | 443 | 036
Annual Change | -0.58 -0.12 0.33 -0.15 185 | 336 | -047

End of Month 15.96 9.72 25.51 12.79 1044 | 1425 | 17.10
Monthly Change| -0.01 0.00 -0.08 0.05 0.12 n.a 0.08
Annual Change | -0.04 -0.03 1.34 -0.05 012 | na -0.06
End of Month 8.55 6.72 17.07 6.85 6.34 h.a 1.29
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Tourist Arrivals

Tourist stopover arrivals rose to 189,903 for April 2015,
reflecting an increase of 4.5% relative to the April 2014.
The uptick in the monthly arrivals largely resulted from an

increase of 8,233 in stopover by foreign nationals.

For January to April 2015, stopover arrivals increased to
756,463, reflecting growth of 4.9% or 35,459 relative to the
corresponding period of 2014. This amount for the period

was 21,278 greater than the previous record in 2012.

Data from the Jamaica Tourist Board indicates that approxi-
mately 58.8% of all stopover arrivals originate from the USA
market region. The remaining 42.6% of the arrivals originat-
ed from Canada, UK and other regions including the Latin

America, the Caribbean and Asia.

For the period January to April 2015, approximately 89.7%
of all visitor arrivals was leisure for the purpose of vacation
while the remaining 22% was mainly for the purposes of

business and other purposes.

May 2015 Issue

Cruise passenger arrivals declined by 3.1% to 142,139 for
April 2015 when compared to 2014. For January to April
2014, cruise ship arrivals increased by 11.2% to 654,407

for the current period.

Despite the lower level of cruise ship tourist arrivals. The
PSOJ is forecasting a relatively healthy 2015/16 tourist sea-
son for Jamaica. This forecast is due in part to the relative-
ly strong growth in the major determinants of tourist arrivals
to Jamaica. These include the overall growth in the US
economy and improvement in rates of employment. The US
economy is expected to grow by 2.8% in 2015, while real
consumer spending is expected to grow by 3.3% over the
2.8% recorded in 2014, These determinants should have a
very positive impact on the arrivals from the US. With the
Stronger US economy, disposable incomes of Americans
should increase, hence expenditure per visitor should also

increase.
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Remittance Inflows Update

The PSOJ is projecting robust growth in remittance flows to
Jamaica for the 2015 calendar year, this position is supported
by