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Overview

The pressure on the cxchange
rate that began very slowly in
January has continued into
February and carly March and
has prompted the BOJ to
intervene in the market by selling
[rom the rescrves  al
J$37.95:U8$1.00 and requiring
the institutions that buy from
them. to ree-scll at

J$38.05:U8$1.00. At the time of

the BOJ intervention at the end
of the first week of March, the
US dollar was trading al ratcs
between J$38.50 and J$38.90 to
one. It is too early to tell what
will be the full cllcets of thus
intervention, but it has at least
increased the amount of hard
currcney that is traded in the
market on a daily basis. The
weighted average rate in the
inlerbank  market  stood  at
J$3IR.17 on 8/3/99.

There has as usual been the
round of speculation as to what
is putting pressure on the
exchange rate at a time when
the inflows of hard currency are
usually quite strong. The
ligures for January's tourism
arrival and expenditure
numbers, which show a decline
of 6% in inflows from tourism,
may give an indication as to
why purchases of foreign
cxchange have fallen so lar this
year. Stopover arrivals were
down 1.58% and if these trends

continue, they could certainly-

affect the balance of payments

and the
market.

Forcign c¢xchange

‘I'he other major factor, which
will affect the foreign exchange
market this year. will be the
government’s ability to access
funds in the international capital
market, If they arc unable to
raise loans abroad, then loans
will have to be raised in local
curreney and the proceeds used
to buy hard currency to meet its
foreign debt service obligations.
This will of coursc put lurther
pressure on the exchange rate or
increase the demands on the
reserves, In all of this, one cannot
mule out an increase in interest
rates by the 130J, in an effort to
altract private capital inflows and
thus shore up the foreign
exchange market. Iligher interest
rates will of course add to the
already severe fiscal deficit and
increase the large stock of high
cost domestic debl.

While it is hard to escape the
feeling that the government will
have to compromise soon on
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some aspeet ol 1ls  current
ceonomic policics, there position
can be significantly improved by
a speedy divestment of asscls,
particularly thos¢ acquired
through FINSAC. Rceent

developments, namely the sale of

their shares in CIBC Jamaica
Lid., and the salc of a sugar
factory in Beclize, may be
heralding a more aggressive
stance by the government with
respect  to divestment.  The
benefits of such sales are two-
fold. Firstly, thcy may bring-in
foreign exchange which can be
used to pay overseas debt
without pulling pressure on the
exchange rate, and sceondly, the
local currency proceeds can be
uscd to pay down FINSAC'S
debt, thus achicving signilicent
savings in debt service
obligations.

Despite the immediate concern
about the pressure on  the
cxchange rate, the BOJ still has
enough reserves to mount a
defence of the rate for some time
o come. The large gap between
goveriiment’s expenditure and its
revenue s really a much greater
problem at this time. The high
interest rates are causing the
domestic debt and debt scrvicing
cost 1o ris¢ al a faster rate than
the capacity of the economy to
generate revenue (o cover this
ost. It is this growing delicit
that is the greatest threat to all
that the government has achicved

with respeet to the lowering of
inflation and the relative
stability of the cxchange rale.
The more aggressive stance

February 1999

on ﬁrqicctions for the fiscal vear
1998/99 compared lo 11,92
weeks for December 1998,

that 1s emerging with respeet
o divestment may help to
reduce this gap in the coming
year.

. ]
Net International

Reserves
]

The provisional stock  of

Jamaica’s Net International

Reserves (NLLR) at the Bank

of Jamaica stood at US$S78Mn
as al the end of January 1999.
This  represents a  USH4Mn
contraction rclative to  the
previous month’s  outcome.
Total forcign asscts at the end
of January 1999 stood at
US$702.54,US$4Mn less than
the previous month's oulcome.
It was the decline in total
foreign asscts that accounted for
the fall mn the level of the NIR

as lotal forcign liabilitics
remained unchanged at
US$102.04Mn,

e
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Foreign Exchange

Accounts
|

Provisional forcign currency
deposits at the end of 1Jecember
1998 stood at US$977.30
million. an c¢xpansion of
US$34.3 million in the stock of
funds rclative to the previous |
month's oul-turn of US$I43
million. Total forcign curreney
deposits have, however,

Although the stock of funds
at the NIR has fallen relative
to December 1998, it has
increased by US$24.8Mn
compared to the
January1997 figure of
US$553.2Mn.

‘The current level of reserves
has the capacity of
supporting 11.85 weeks of

Forelgh Currenoy Accounts
1956 1998 (USSMIllion) ‘

— ——— -

the country’s imports bascd -
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increased by US$26.3 million
over the 1998 calendar year.

One possible explanation for the
provisional increase in  total
forcign currency deposils over
the period could be explained n
terms of the reduction in nominal
interest rates.

Exchange Rates
R

The cxchange ratc of the
Jamaican dollar vis-a-vis its US
dollar counterpart expericnced a
J$0.38 depreciation by the end of
Fcbruary 1999, This represents
twice the depreciation recorded
for the previous month.

The weighted average  sclling
rates of the Jamaican dollar vis-
a=vis ils major {rading pariners at
the end of liebruary 1999 were
as follows:

o J$38.021t0 1USH

o 8247810 1 CDS
o J$58.33 to 1 pound sterling

Monthly
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The spread between the various
exchange rates quoted for the
US dollar in the inter-bank
markel continucs o widen as it
increascd by J$0.20 over the
last month to closc at J$0.60.
This suggests increased market
volatility which could see
further reduction in the level of
the NIR at the BOJ il they
attempt to ‘soften’ market
volatility by sclling into the
market.

Interest Rates

The benchmark  30-day
reverse repurchase (repo) rate
at the end of January 1999
remains unchanged at 22%. It
has not moved sinee July
1998.  llowever, the Central
Bunk reduced the 180 day
reverse repurchase rate by 1.0%
to 23%.

The gap between savings
deposit and lending rates
continues to remain high. lor
December 1998 the spread was
26.67 percentage
points as compared (o
a spread of 27.01
pereentage points for

November 1998.
This spread is
expected  to  decline

slowly in linc with
Government's
periodic reductions in
the cash rescrve ratio.
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The result of the latest Treasury

13ill offer opened by the Bank of

Jamaica
February 1999 was as follows:

dated Friday. 26

The oller of J$650 million
for 182 days was over-
subscribed by J$1,142.01Mn
and yielded on average
21.85%
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This leaves the total amount of
nominal Trecasury Bills
oulstanding as at Friday, 26
February 1999 at J$11.1 billion.

P

Inflation
—

The All Jamaica ‘All Group’
Consumer Price Index (C.P.I) for
Januaryl999 stood at 1189.9
representing a (.4% increase
over the index recorded for
December 1998. ‘This reflects an
inflation rate of’ 7.25% for the 12
months (o January 1998, With
two months remaining to the end
of the fiscal period Government’s

~ target of 6-8% looks achicvable

all other things remaining cqual,
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nominal stock of 1.35% rclative

I the December 1998
Changes in Inflation outcome. to the previous month
(All Jamalea) Jan. 1887 - Jan. 1888 (FerO
The monclary
basc at the end of Changes in M2
January 1999 has || . Marthly Ghanges Nov. 1006 - Nov. 1658/
contracted by |} 20 e Tt
0.03% relative to || 87— N
o the position in || 0 ¢ v ST
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‘The government attempts to set
the level of inflation through its
monetary policy. It is the
subsequent reduction in the
moncy supply growth rate that
has led to the downward trend in
mfllation in the cconomy. The
lower intlation and expectations

cash reserve ratio. lurther
reductions may contribute to a
continuing increase in the 130J’s
stock of repos as they try to
neutralize the impact of the
additional liquidity that these
reductions put into the [inancial
system.

Over the first eleven (11) months
ol 1998 the stock of moncy
expanded by 5.38% as compared
o a 14.62% cxpansion over the
period of January to November

thereof raises the demand for 1997,
money balances by private —_—
agents with the  subscquent Changea In Rass Monsy The twelve (12) month or

mnerease in interest rates.  This a2 Peitrpont gan. 1967 - Ja1. 120 point (o point movement in

. : P
mpacts negalively on  the o n moncy supply up o
. s . . g g .“
fiscal dcelicit  through o I November 1998 recorded an
mercased  interest  payments. ‘: IR mercase ol 7.3% comparcd
- . . . - . . » P .
Henee tighter monitoring of 0 ' with a 20.5% increasc lor the
fiscal policy is required i I L e . 12 month period up to
policy 1 n MUK U R NRER WD N I I

order to sceure the subscquent
gains from lower inflation.

Base Money
L]

Provisional ligurcs reveal that the
nominal money base at the end of

January 1999 stood

al

J$34.587.04Mn. This reflects a
contraction of 3.69% rclative to

— WTYO M sseae PONTD MOUT

L ]
Money Supply

Provisional ligurcs [or the stock
of nominal moncy supply, as
measured by M2, stood atl

J$99.216.90Mn at the end of
This -

November 1998,
represents a contraction in the

November 1997.

A sharp drop in nominal
money supply growth for

1998 compared to 1997 is an
indication of GGovernment’s tight
monclary policy.
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Production of Selected

Commodities
. ]

Energy: Al the end of January
1999 nct gencration of power by
the  Jamaica DPublic Scrvice
Company l.imited (JPSCo) stood
al  246,367.632kwh. This
represents a sharp decline of
2,217.202kwh relative o the
energy demand of Iecember
1998. Ofthe total net generation
for the January 1999 period,
47,880,195kwh represents
private power purchases of

which the largest proportion
came [rom RFPP-JPPC,
Cement Production: l'otal

cement production as at the end
of January 1999 stood at 50,414
tonnes, an inercase of 4,124
tonnes over the previous month’s
production of 46,290 tonncs.

Total domestic sales also
mercased al the end ol January
1999 relative to the [december
1998 outcome. The ligure at the
end of January stood at 46,093
tonnes or 3.312 tonnes over the
December 1998 figure of 42,781
tonnes.

Bananas: Actual banana
production. stood at 4,770 metric
tonnes at the end of 1ecember
1998. This represents  a
reduction of 210 metric tonnes in
comparison o the outcome
expericneed in November 1998,

Total banana production for the
12 month period of 1998 thus

cquates to 61,850 metric tonnes
when compared to 79,650
metric  tonnes for the
corresponding period in 1997,

Sugar: Sugar production
ligures recorded for the month
of Deeember stood at 2,730
metric tonnes, moving for the
first time since August 1998.
This left the total sugar
production for the year o stand
at 182,750 metric tonnes when
compared to 223,900 metric
tonnes for the corresponding
period in 1997,

Mining: ‘l'otal Alumina
production at the end of January
1999 stood at 292,728 metric
tonnes, a reduction of 4,849
metric tonnes relative to the
outcome of the previous month.
[lowever, alumina production at
the ¢nd of January 1999
increased by 4,546 mctric
tonnes over the corresponding
period of 1998,

Total alumina cxports at the ¢nd
of January 1999 stood at
288,914 metric  tonnes.

February 1999

outcome, as well as a 72,655
metric  tonnes increase when
compared to the similar period in
1998.

Exporis ol Crude Bauxite stood
al 356,010 metric tonnes at the
end of January 1999,  This
reflects an increase of 80,162
metric  tonnes  over  the  last
month’s outcome in addition to a
78,278 melric lomnes  Increase
relative to the corresponding
period last year.

Tourism
I T

Tourist arrivals were up 10% lor
the first month of 1999, Growth
of 25.8% in cruisc ship visitors
was vecorded while stop-over
arrivals fcll by 1.6%. Ship calls
were up 36% to 61 at the end of
January 1999. Of this amount
27 calls were for Montego Bay
and the remaining 34 calls to
Ocho Rios, no calls were made
to Port Antonio.

‘Ihis reflects a reduction of

7.648 metric tonnes relative Teurlist Arrivals

to the previous month’s 1868 and 1589

outcome, and an increase of 1.6000¢

37,062 metric tonnes over || 12000 111 I

the corresponding  period m

last year. 400000 I I I I I
20000 EEEEEEE

Total Crude DBauxice JFMAMUJJASOND

production reached o the B TowMbhyss W Cum. Total08

end of January 1999 was §) TotaiMthyss BB Cum. Tetel99

346,319 metric  tonnes.

This marks an increasc of

54,786 metric tonnes compared |

to the month's

previous
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The largest proportion of visitor
arrivals came from the United
States  of Amcrica (63.84%)),
Canada (12.34%) and the United
Kingdom (8.53%).

The Industry is hoping  for
growth at lcast for the first (wo
quarters of 1999, as greater
visitor arrivals arc cxpected from
college Spring breakers this year
compared to the tum out in 1998.
Further industry expansion may
be inhibited through inadequate
infrastructure as is the case in
Portland.

 EEEEE———

External Trade

Exports: For the review period
January to December 1998, total
exports (F.O.B) were valued at

USS$95.79Mn  relative o the
outcome of the corresponding
period i 1997, Of this total
amount US$1,240.28Mn
accounted for domestic exports
whilc the remaining
USS50.06Mn  came from re-
cxports,

Contributing 1o the decline in
total exports were reductions of
US$87.92Mn, US$16.85MN and
USE8.53Mn in major traditional,
other  traditional and non-
traditional exports respectively.
These  were marginally
contracted by an incrcase of
- US$17.51Mn in re-exports. The
- reduction in the major traditional
group continucs 1o reflect mainly
the cffeet of depressced

US$1.290.34Mn, a reduction of

international prices on the value
of alumina exports. 1uring the
review  period camings  (rom
alumina dropped by
US$76.37Mn  despite  an
mercase  in e¢xport  volume.
Eamings from sugar and banana
cxports were also lower than in
the 1997 period, falling by
US$7.3Mn and US$12.48Mn
respectively.  "This  stemmed
from declines in both the
average price and export
volume.
US$17.28Mn in earings from
coffee was responsible for the
reduction in the value of other
traditional exports with
marginally oflscting increascs
in cocoa, pimento and gypsum.
Crude Matcrial exports, which
declined by US$73.91Mn or
10% in the 1998 period, were
largely accountable for the
decline in the non-traditional
category. A US$20.11Mn
Inerease in export carnings [rom
beverages and tobacco was the
main countervailing influcnee,

Imports: “Total imports (C.1.1%)
lor the January to December
1998 review period stood at
US$2.960.64Mn. a
US$152.4Mn  reduction
compared to the outcome in
1997.

The US$152.4Mn reduction in
imporls was strongly influcneed
by the decline in raw materials
of US$75.7Mn and capital
goods of US$105.9Mn. The
raw malterials import catlegory
contmues to be influcnced by
the decline in fuel prices on the
international market, while the

A decrease of
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capital goods import catcgory
continues to be influenced by the
reduction in Transporl and
Equipment.

Consumer goods, however, were
up US$29.2Mn mainly through
nercases in lood and other non-
durables albeit a contraction in
motor vchicle imports. During
1998 motor vehicle imports, as it
relates o consumer goods. were
US$31.21Mn lower than for the
comparable period in 1997. The
driving force behind the
increased importation in food
and non-durables is directly
linked to lower commodity
prices  prevalent in the
international market.

I’xternal Sector UUS$Mn

Jau-Dee Jan-Dec
97 ‘98

Total Exports 1386.20 1290.30
(F.O.B)

Maujor Traditional

Exports 872.20  784.20
RBuexite 72.80 $1.00
Aluming 651.70  575.30

Sugar 101.90 94.60
RBununos 15.80 33.30

Other Trad.

Exports 73.20 J6.40

Non-Trad.

Exports 408.20  399.60

Re-Exports 32.60 30.10

Total Imports 3113.00 2960.60
(C.1F)

Trade Balauce -1726.80 -1670.30
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R

Balance of Payments
.

Merchandise Trade: Yor the
review period January to

December 1998 the merchandise
trade account recorded a trade
deficit of US$1,101.9Mn.  This
represents an improvement of
US$18.9Mn  compared to the
corresponding period in 1997
‘I'he improvement on the balance
of trade was mainly as a
consequence of lower imports
relative to exports over the
review period. ‘The most notable
decline in imports was recorded
by the raw materials category.
This import catcgory continucd
to be influenced by the decline in
fuel prices on the international
markel.

Services: On the scrvices
account a nct surplus  of
US$261Mn was recorded for the
review  period  which  was
US$46.6Mn lower when
compared to the 1997 period.
The decrcase in nel  serviee
earning was influenced by the
travel and other services sub-
accounts. Net contributions [rom
travel declined by US$39.7Mn to
US$909.8Mn, the expansion in
gross tourism reecipls  was
counterbalanced by increased
expenditure from Jamaican
travelling abroad. The growth in
travel receipts was intluenced
mainly by a 5% improvement in
arrivals of foreign national stop-
OVer Visitors.

Income: ‘The income account
recorded a deficit of UJS$93.6Mn
in January to ecember 1998,
which was markedly lower than
the deficit of US$201.2Mn for
the comparable period of 1997.
Compensation to employees

increased by US$18.2Mn while
net investment outflows were
US$89.4Mn Icss than in the
corresponding period of the
previous year. ‘The mnvestment
mcome out=turn was duc largely
to the reduced profitability of the

direct investment companies,
particularly the¢ mining
companies.

Net Current Transfers. Nct
ourrent transfers of US$611.7Mn
were recorded in January to
December 1998, US$2.1Mn
lower than in the comparable
period of 1997. Net inflows to
the private  scotor grew by
US$0.5Mn  while that of the
official sector fell by US$2.6Mn.

Current Account: lior the
review period January to
December 1998  the  current
account deficit narrowed by
US$77.8Mn o US$322.8Mn
rclative lo the  corresponding
period in 1997,

Capital and Financial Account:
The capital and financial account
rceorded net  inflows ol
US$6.6Mn and US$316.2Mn
respectively in  January to
Dceember 1998, The balance on
the [inancial account represented
a decline of US$75Mn when
comparcd to the previous period.
This deeline was attributed to the
official sector, which registered
a net delicit of US$57.5Mn
rclative to the net surplus ol
US$43.1Mn  for the previous
period.  The 1998 tum-oul was
duc lo an incrcase in oflicial debt
payments and a reduction in
forcign borrowings. The
increased net private inflows of
US$415.40Mn were sufficient to

cover the oflicial outllows and.

the current account deficit. "Ihis
facilitated an increase of

February 1999

US$41.5Mn in the NIR of the
130J compared with the draw
down of US$152.1Mn lor the
1997 period.
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Balance of Payments | Jan-ee | Jan-bec
‘97 ‘98

Guoods balance -1120.80 -1101.90
lxport 1699.10 1590.40
imports 2819.90 2692.30
Services - Not 307.60 261.00
Transporialion -287.40 -281.60
Foreign Travel 949.50 909.80
Other Services -354.50 -367.20
Income -201.20 -93.60
Compensation

of employees 53.70 71,90
Invesiment Income -254.90 -165.50
Current ‘Transters (Net) 613.80 611.70
Private 5%0.80 591.30
Official 23.00 20.40
Currenl Account -400.60 -322.80
Net Capital

Movements 9.40 6.60
Private 2.40 2.40
Official 7.00 4.20
Financiul A/c 391.20 316.20
Other Official Investment 43.10 -87.70
Other Private Investment 196.00 415.40
Changes in Reserves 152,10 -41.50

February 1999
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MACRO-ECONOMIC INDICATORS
(January 1997 - January 1999)

MONTH: BASE FOREX INFLATION TOURIST CHANGES IN

MONEY NIR ACCTS. ARRIVALS M2

Mthly | Pointto | ol “Total Mihly | Pointio | ‘Tols Stop- Criise Money | Poinl.

chmg | Point. NIR Bulumces Chng | Point. Visilors overs Supply II;:ainl.
Jan. 97 =240 19.32 713.03 708.81 0.6 13.50 173411 91490 81921 -6.60 849
Teb. 045 17.08 71234 715.21 0.9 10.80 170162 95382 74780 6.30 14.98
Mar. 0.95 15.18 648.48 767.06 0.3 9.50 199779 125600 74197 340 20.93
Apr. 1.03 11.92 637.12 80147 0.6 8.70 165067 96008 69059 1.1 16.67
Muy 3.16 20.03 561.08 801.90 0.7 8.2 138139 89862 8577 0.6 2.7
Jume 0.7 2049 563.90 800.59 04 8.3 152729 107265 15164 0.5 23.27
July 0.8 2048 569.40 §38.28 11 8.7 166026 118548 47078 21 kY]
Aug. -0.02 1523 | 589.70 852.10 14 9.3 153870 109221 44649 -0.6 2216
Sept. -0.40 19.98 585.50 847.20 14 9.6 102095 71577 30518 0.6 2.16
Ocl. 0.35 16.01 592.02 939.98 0.9 10.05 127187 78730 157 25 19.98
Nov 1.7 16.97 563.22 913.56 0.6 10,22 152513 hURAH 62625 -0.28% 20.50
Dcc. 7.73 14.50 540.5 1001.28 -0.1 9.20 202926 118262 84664 34 1345
Jan. 98 49 11.60 553.2 950.95 0.7 9.28 166934 98517 68417 -1.5 16.7
Feb. 0.9 12.10 5884 947.28 0.1 8.36 166003 99280 66723 -0.6 1.9
Mur -1.5 91 595.1 93943 0.8 8§15 187021 12174 71517 0.7 7.2
Apr 0.1 9.5 589.9 M5.51 04 8.59 175513 109911 65602 -0.7 5.9
May 0.1 7.1 596.5 924.29 038 8.60 140030 97063 42067 12 9.5
June 0.2 6.2 605.87 920.73 1.8 10.1 149898 107307 42591 -0.7 8.9
July 1.5 7.1 611.89 N3.73 11 10.2 173621 120126 53195 0.2 6.9
Aug. -1.96 5.02 619.21 973.89 1.0 .81 151934 109927 15007 21 9.8
Sept. 0.2 5.7 616.94 §88.00 0.1 842 114556 75531 39025 14 10.6
Qct. 0.14 56 605.61 928.82 0.3 7.14 119388 82254 37134 045 8.5
Nov -1.38 -0.62 576.27 ‘)12.52_ 0.1 0.6 116162 94169 51993 -1.35 5.37
Dec. 7.06 -0.8 581.96 905.07 1.05 7.86 201256 118098 83158 na nn
Jan. 99 -3.69 -0.M 578 v77.3 01 7.5 183019 96959 8600

11/a - Not Available
Source: Compiled from Nalional Statistics as Supplivd by Bank of Jumaica, Planning Institute of
Joamaica and Jamaica Towrist Board,

NO1E: The contents af this bulletin are only for use by the addressee.
The information is provided on a strictly confidential ba.m to
subscribers. Clopyright reserved,



