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Overview

The new withholding tax
arrangements came into force on
1/6/99 and have had quite an
impact on our financial
institutions. The 15%
withholding tax has been
imposcd on all institutions and
only credit unions and pension
funds will be able to recover it
without filing their income tax
returns. Apart from disrupting
the cash {low ol a number of the

institutions, the tax is being
withheld on all interest paid by
the government aller 1% Junc,
whether the interest  acerucd
belore that date or nol. This
means that institutions that were
repo-ing longer-term
instruments prior to this dale
and have already paid interest
gross on thosc opcrations will
find themselves in a cash
deficient position until they can
benefit from the tax credit when
they file their income tax retumn.

The withholding on the
financial institutions themselves
will affect hoth their cash flow
and their profitability. As usual.
it is the weaker companies who
will sufler the greatest damage
and those that have been taken
over by FINSAC will lind it
that much harder to retum Lo
profitability and viability. For
investors, the tax reduces the
gross rclum by 2.5 to 3
pereentage  points, lowering
current yields to hetween 15
and 16%, These yiclds are
programmed to fall to between
12.5 and 14% by Scplember
1999, As the returns on

Jamaican dollar seeuritics have

approached  those available on
soms hard currcney instruments,
there  has been  some  asscl
swilching and some unwinding
of' arbitrage positions. This has
lead to some pressure on the
exchange rate which has slipped
somewhat in reeent  weeks.
Although the J§ has traded as
high as 7$39.35:US$1.00, the
130J has been selling into the
market at about
1$38.70:U8$1.00 and there are
no signs of undue stress in the
market.

The government is preparing 1o
go to the inernational capital
market in June or carly July and
there is a good chance that the
issuc will be  successlul.
fronically, if the interest rate is
fairly attractive (as it is likely to
be), it may have the clleet of
increasing (he local demand for
US dollars, as mvestors try Lo
take advantage of the new
opportunity. A suceesslul issuc
will boost the confidence of the
policymakers and provide them
with some of the resources which
they need lo conlinue with the
current policy programme.
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‘The inflation out-turn continues
to be the
government policy, with the
April CPI actually recording a
0.1% fall over March 1999
Prices have actually fallen 0.35%
since December 1998 and the 12-
month ratc for April stood al
5.5%. Of course, deflation 1s an
¢ven more oncrous phenomenon
for business and socicly to cope
with than inflation, but there is
no guaranice that this situation
will persist for very long.
However, barring any unloreseen
circumstances, inflation is likely
to remain moderate for the rest
of this year, as exchange rate
depreciation will have little
impact on the CPI if monetary
policy continues to be this tight.
Demand is very weak at present
and businesses could be faced
with increases in their imported
costs in the face of a very limited
ability to pass on thosc costs Lo
the consumer.

How well this all holds together
will depend in no small part on
the government's ability to keep
the fiscal defieit on  target.
Although revenue lor the first
month of the 199900 financial
year was ofl' target by 2.7%.
expenditure was  9.8% below
target duc to an 80.9%% shortfall
in capital expenditure. It appears
that government will  again
sacrifice capital expenditure in an
effort 1o keep the fiscal numbers
on track. The other critical issue
will be the course of interest
rates during this year.
Expenditure on interest was 5%
over budget in April.  thus

sucoess  story of

emphasising the need to reduce
rates if expenditure targets are
to be met.

Net International
Reserves

May 1999

demand for hard currency as
arbitrage positions unwind and
the supply that comes to the
market from the proceeds of
divestment sales and the
upcoming bond issue.

|

Provisional figurcs provided
by the Bank of Jamaica
reveal that at the end of April

1999 a stock of h
US$587.41Mn was held as

Net International Reserves
(N.LR). This represents a
US$S.88Mn increase relative
to the previous month’s
outcome of USHIR1.53Mn.
Since the start of the year the "

NIR has been incrcasing
marginally, with an overall

increase ol US$9.41Mn

Changes In Nat Infernational Reserve
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compared to a marked
increase ol US$36.7Mn lor
the same period in 1998.

‘I'he increase in the NIR for
April 1999 was solcly as a
result of a US$5.88Mn increase
in the lorcign assets over the
March 1999 to April 1999
period, while foreign liabilities
remained unchanged at
USSTIR.3OMN.

Based on the estimated value
ol imports for the [iscal ycar
1999/2000 the current stock of
NIR has the capacilty of
supporting 12.72 weeks of the
country's imports.

The continuation of this trend
Is going to be dependent on
the balance between  the

R

Foreign Exchange

R
Provisional figures for the
nominal stock of lorcign
currency deposits at the 13O, as

|
#

Foreign Currency Accounis

1997 -1889 (USSMIlllon)
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at the end of lebruary 1999

stood at US$929.03Mn. This
represents an increase of
US$7.92Mn  relative to  the

previous month’s out-turn  of
US$921.11Mn.  Tlowever, when
compared to the outcome of the
similar period last year total
forcign currcney deposits [Cll by
US$18.26Mn.

Exchange Rates

Developments in  the  forcign
¢xchange market at the end of
May 1999, rclative 1o the
previous month’s oulcome. saw
the Jamaican dollar depreciating
in nominal terms against all but
one of ils major curreney trading
partners. The weighted average
sclling ratc of the Jamaican
dollar slipped by;

o J$0.23 against the US$

o J$1.24 against the CI$

o appreciated by J$0.04
against the pound sterling

Since the start of the year the
Jamaican dollar has fallen by
J$1.25 in nominal terms relative
to the US dollar.

The wueighted  average  sclling
rates of the Jamaican dollar vis-
a=vis ils major trading partners at
the end of May 1999 woere as
follows:

o J838.70 to 1SS
« J$26.46101CD%

o 1$59.60 tol pound sterling

—_—

Total US$ Spot Purchases
2mlfomhly Figures Fabruary 1887 - February 1665

May 1999

o the offer of J$350Mn issued
87 days was
oversubscribed by
J$8.135Mn  -and
yielded on average
20).24%.

o the offer of
J$650Mn  issucd
183 days was
oversubseribed by
J$335.09Mn and
yiclded a rate of
20.42% on

The volatility in the lorcign
cxchange market continues to
persist despite the sustained
mtervention during April 1999
of the BOJ to meet increased
market demand for US dollars,
The imposition of the
withholding tax and the
disruption of tourism earnings
due to the gas riots, are likely to
prolong this market volatility.

Interest Rates

lior the month of June 1999 the
30 day reverse repurchase
(repo) rate fell from 19.70 to
18.83%, 90 day rcpo rates drop
from 20.70% to 19.70% and
180 day repo rates from 21.50
to 20.85%.

The results of the latest short-
term  Treasury Bill  auctions
issucd May 28, 1999 were as
[ollows;

average.

o the ofler of J$350Mn issucd

274 days was
oversubscribed by
J$495.58Mn  and viclded

20.50% on average.

T-BBills rates have fallen about
1.4 pereentage poinls  sinee

r
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February, with most of the fall
taking place in May. Repo rates
on the other hand, have fallen by
2.15 percentage points over the
same period.
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Deflation, or the general decline
in the prices of goods and
services, does not stimulate

May 1999

(12) month measure of the
monctlary basc [cll by 3.04% up
to April 1999 compared to an

8.67% expansion

Inflation lE

The All Jamaica ‘All
Group”™ Consumer  Price
Index (C.PI) for April
1999 stood at 1181.32 or
().1% below the outcome
achicved at the end of
March 1999, This
represents a dellation of
0.35% since the start of the
vear, as well as a 5.49%

S a
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Changes in Inflation
(All Jamaica) Apr. 1997 = Apr. 1999 (Peru
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Point to Point

for the same period
up to April 1998.

‘The point to point,
as well as  the
movement in the
monelary basc sinee
the start of the year
has pointed to
further reductions in
thc basc moncy.
This has been
consistent. with the

inllation rate between April

government’s  tight

1998 and April 1999,

growth and cmployment and rl—
Sharp declines in food prices  negatively impacts on the fiscal Changet In Bats Monsy
continue to drive the reduction in++ account  through  higher  real = Martiy 178 Bt tosont the” 17 Ay 89
the CPL In April 1999 vegetable  interest rates and lower tax SRRy
and fruit prices [l by 5%  revenucs, Il :: ! ‘e,
bringing the decline since 5 AETT R
January 1999 to 17.2% and 8.8% 0 N
over the 12 months up to April 13 i
1999, APS A ODEABS A D D E AR
In sharp contrast all other main Base Money -:- :m’ e tnot PRR

categorivs and sub-scetors of the
CPI have risen mn the 12 months
to the c¢nd of April.
Transportation rosc by 23.5%
and housmg and other housing
expenses rose by 13.5% in the
past vear. with the rental
expenses sub-sector rising by
nearly a filth. Fucel and other
household supplies have
increased by 5.5% over the past
year but dropped by 1.6% in
April.  lurnishings went up by
3.6% point to point, healthcare
up 8% and personal clothing
3.7%.

Provisional ligurcs at the end
ol April 1999 gave
$33,788.16Mn  as the nominal
measure of basc moncy. This
reflects an increase. in nominal
terms. of 0.8% rclative to the
previous month’s out-turn  of
US$33.521.17Mn.

The monetary base (or base
money) has contracted by
2.31% since the start of 1999
comparcd (0 a 0.72% cxpansion
for the similar period in 1998.

The point to point or twelve

monclary policy approach and
suggests  that much of the
liquidity that has been released
by the reduction in the cash
reserve ratio, has been mopped
up by open market operations by
the BOJ.

— ]
Money Supply

T

Provisional figures provided by
the 130)J reveal that the nominal
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stock of money (as measured by
M2) stood at J$102.788.90 as at
the end of l'ebruary 1999,

‘The point-to-point or 12 month
nominal money supply grew by
9.85% up to l'ebruary 1999 as
compared to a growth of 11.87%
up lo Fcbruary 1998, This
reduction in the nominal growth

overall increase of
28.412.630kwh rclative to the
energy demand of lebruary
1999. Of the total net
generation for April 1999,
60,555 482kwh * represents
private power purchases of
which the largest component
came [rom RFPP-JPPC.

—— — Agriculture/Ma
Changes In M2 nufacturing:

Monthly Changas Fab. 1997 - Feb. 1993 Cement
25 — Production:
20— Lmas Total c¢cment
16 +— - production at the
10 '\ . end of  April
5 | et 1999 stood at
o | - N e A 38.892 tonnes. a
5 reduction of

- [ R Y N T T Y TN T O N B B | | TS O O N . .
FSTA J A O DF88A J A O D Faaf| 6.880 mclric
Mthly Chnges ~ ————- Point to Point tz::;;:&d ::hlr’:
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rate of money supply is an
indication of the central
authorities tighter liquidity
management in recent months.
However, the point to point rate
15 now on the mercase, up from a
low ol 7.3% in November 1999,

]
Production of Selected
Commodities

Knergy: Net generation of
power, as supplied by the
Jamaica Public Service Company
limited (JPSCo) stood at
247,040.300kwh for the end of
April 1999, This represents an

output of March
1999,

Total domestic sales at the end
o’ April 1999 stood at 45,153
tonnes  down 11,859 tonnes
relative (o the oulcome m
March 1999,

Bananas: Total banana
production stood at 4640
tonnes compared (o the previous
month’s performance of 4240
tomnes.  Additonally, there as
been a 5.22% increase in
banana production this year
relative to the corresponding
period of 1998,

Sugar: Tolal sugar production
at the end of March 1999 stood
at 42,050 metric tonnes as
compared to 33,030 metric
tonnes recorded at the end of

May 1999

the previous month. In addition,
total sugar production has
inoreased by 87.49% at the end
of March 1999 relative to the
outcome achieved for the similar
period last year.

Mining: ‘l'otal Alumina
production lor the month of April
1999 was 308,152 metric tonnes,
a 4.57% incrcase relative to the
outcome of the corresponding
month last ycar. For the [irst
four months of the ycar total
alumina production stood at
1,150,178 melric tomnes.,  This
reflects a 1.28% increase when
comparcd to the similar period of
1998.

Iixports of alumina for the month
of April 1999 rcached 293,232
metric tonnes or 25.6% below
last period’s output,  Sinee the
start of the year total alumina
exports stood at 1,122,414
metric tonnes, a 7.65% reduction
when compared to the output of
the corresponding period in
1998.

Total Crude Bauxile production
stood at 329,133 metric tonnes
for the month of April 1999,
rellecting an  18.48%  decline
relative to the out-turn achieved
in April 1998. Additionally. the
vear to date production of
1.312,261 mctric tonnes  has
declined by 1.65% relative to the
outcome of the similar period in
1998.

Crude Bauxite exports for the
month of April 1999 reached
329,320 metric tonnes.  This
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represents a  21.85% drop
relative to April 1998, Smce the
start of the year exports of Crude
Bauxite fell marginally by 0.56%
to 1,323,56(0) metric tonnes as
compared to the outcome of the
corresponding period in 1998,

Tourism

Tourist stop-over arrivals at the
end ol April 1999 stood at
106,611 wisitors, of which
99,050 arc forcign nationals and
the remaming 7.561 arc non-
resident Jamaicans. ‘The
outcome of April 1999 refleets a
decrease of 24,892 visitors
relaive to the outcome of the
previous month.  Overall, total
visitor arrivals stood at 437.618

compared to the previous
month’s oul-tum of 88,792
passengers. Ocho  Rios

recorded the highest number of
oruise ship calls with 26,
whereas Montego 13ay recorded
19 calls. Since the start of the
year a total of 320,308 cruise
passenger armivals were made.
this represents an increase of
16.4% rclative to the outcome
of 1998.

With the reeent JAPEX
programme, a scrious allempi
has been made by the Jamaica
Tourist Board (o reduce the
alrcady marred  image of
Jamaica as a tourist destination
and o recover ils share of the
market as a consequence of the
April riots,

Tourist Arrivals
1088 end 1999
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External Trade

.|
KExports: ‘lotal exports for
January and lebruary 1999
declined by 12.3%  or
US$27.1Mn (o carn
US$193.6Mn.  The trade
deficit at the end of (s
period stood at US$207.5Mn
compared to US$230.1Mn in

the comparable period  of

since  the starl of the ycar
compared with 420.212 for the
corresponding period in 1998,

‘Total cruise passenger arrivals
during  April 1999 stood at
68.778. down 20.014 when

1998.

Domestic exports amounted to
USSI81.0Mn and re-exports
US$12.6Mn. This compares to
US$217.8Mn and US$3.1Mn
respectively  during the
comparable period of 1998.
During the periods under

May 1999

review liood, Crude Materials,
and Miscellancous Manulactured
Articles accounted for the
majority of total domestic
exports. [lowever, in the 1999
period, of these three S.L'IC.
sections, only FFood which earned
1JS$44.6Mn  showed growth.
Exports of Crude Matcrials
(excl. luels) which includes the
major items, bauxite and alumina
declined by US$20.0Mn to
US$102.3Mn. Earnings {rom the
Miscellancous  Manulactured
Articles  of  which  wearing
apparcl Is the major export item,
fell from US$32.2Mn to
US$22.9Mn in the 1999 period.

traditional  domestic
exports earned US$137.8Mn,
down [rom US$156.4Mn.
Agriculture (which includes
items such as banana, citrus,
coffee, cocoa and pimento),
carned US$10.4Mn.  Receipts
from Mining and Quarrying were
US$19.8Mn less, amounting to

Major

USS101.9Mn. Manufactured
Goods, (sugar, rum, citrus,
collee  and  cocoa  products)

together camed US$25.5Mn. an
increase of 3.6% over the 1998
period,

Non-traditional domestic exports
for the 1999 period camed
US$43.2Mn.  or  US$18.0Mn
less.  Exports of non-traditional
food increased slightly to
US$11.1Mn.  Deverages and
‘Tobacoo (excl. Rum) earned
US$4.0Mn, Crude Materials
US$0.4Mn and the Other
lixports which includes wearing

apparel earned US$27.8Mn.
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Amports: Imports lor the [irst
two months of 1999 were valued
at US$401.1Mn, 11.0% below
the comparable period of 1998
when US$450.8Mn was spent.

All categorics ol imports showed
declines.  Consumer Goods fell
by US$5.5Mn or 3.9% to
approximately US$135.0Mn.
‘This decline was largely due to
the US$10.3Mn fall in the
expenditure on Durable Goods -
Motor Cars, during the period.
‘The increases in the importation
ol' Food (mcluding Beverages)
and other Consumer urables
however were not enough (o
offset this decline. Goods
mmported for usc as Raw
Materials declined by 16.2% to
US$194.5Mn. The major
contributor (o this was Industrial
Supplics, which [l from
US$118.7Mn o US$96.7Mn in
this period.  Expenditure on
Caputal Goods at US$71.6Mn
was less by US$6.5Mn or 8.3%.
Machinery and Equipment was
the only sub-category to show an
MICTCase,

External Sector USSMn
Jan-Feb Jan-Feb
98 ‘99

Total Exports 268.61  230.39
(F.O.B.)
Major Traditional
Exports 14976 12996
Bauxite 11.80 13.50
Aluminng 109.90 88.20
Sugar 22.05 22.58
Bununus 6.10 5.68
Other 1rad.

Fxports 6.66 7.82
Non-ITrad.

Txports 61.23 43.25
Re-Fxports 3.09 12.60
Total Imports 483.85  430.17
(LK)

Consamer Cds. 110.50 135.00
Raw Materlals 232.15 194.54
Capltal Gds. 78.16 71.64
Trade Ralance 215.24 199.78

L |
Balance of Payments

Merchandise Trade: For the
review period January to
February 1999 the merchandisce
trade account recorded a deficit
ol US$135.3Mn, a US$7.1Mn
umprovement when compared 1o
the same period last year
Exports (lLo.b.) totalled
US$230.4Mn during the review
month, comparcd with
USH268.5Mn in 1998, ‘This
reflected the adverse efleet of
declining earnings from alumina
and garmenl cxports and also a
reduction in the value of banana
exports.

Merchandise imports  (flo.b.)
contracted by US$45.2Mn o
US$365.7Mn.  All categories of
goods declined, the most

May 1999

notable being Raw  Materials
(down US$37.6Mn) compared Lo
Consumer (ioods (down
US$5.5Mn) and Capital Goods
(down US$6.5Mn. Merchandise
imports continucs to  be
influenced by the decline in fuel
prices in the international markels
as well as Jamaica’s deep
ECONOIMIC recession.

Services: ‘The US$79.2Mn
surplus on the scrvices account.
which includes tourism revenue
and fransporfation charges, was
not enough to fund the deficit on
the merchandise  account.
‘Tourism inflows improved by
US$1.4Mn  to US$172.4Nn
during the review period. The
improvement was due both to an
mmercase  in gross  lourism
receipts, offset by an increase in
the payments made by the
Jamaicans travelling abroad. At
the same time, however, the
outflow from transportation
payments contracted by
USHE9.6Mn  reflecting the
reduction in freight and insurance
charges causcd by the decline in
merchandise importation.

Income: Investment income, or
the owflow created by
companies repatriating profits
and dividends, fell by a quarter
over the period January to
vebruary 1999 to USH4.8NIn,
largely  rellecting  reduced
profitability by foreign
companies operating in Jamaica
and the declining returns on
portfolio incomes. llence, the
outflow of investment income
fell by US$10.4Mn to
USH17.1Mn. At the same time,
Net Compensation to kmployees
ros¢ by US$1.2Mn o

US$12.3Mn.
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Net Current Transfers: A major source of the
funding for the merchandise imports continued to
be the remittances by Jamaicans living abroad,
mainly in the United States, Canada and in the
United Kingdom. [lowever. private transfers fell
marginally by US$3.2Mn to US$87.7Mn over the
review period. Official transfers, over the period
January to February 1999 remained at US$2.2Mn
relative to the outcome of the comparable period
in 1998. '

Current Account: ‘The surplus on the ourrent
account for January to February 1999 improved
by US$24.1Mn when compared to the same
period last year. It was developments i the
merchandise, income and services accounts that
had the biggest impact on the current account,

May 1999

Capital and Financial Account: The inflows of
the capital and finuncial account, which are
usually sufficient to fund the short fall created by
the merchandise imbalane .. had a disappointing
performance during January to February 1999.
Official investments declined by US$50.6Mn
while privale scetor investments declined by
US$$25.7Mn.  As a resull, the Capital and
Financial account deteriorated by US$24.1Mn.
The result was that the overall hard currency
inflow in January (o Fcbruary 1999 was
insufficient to cover the import bills, forcing the
central bank 1o draw down its net international
reserves by US$3.5Mn to fund the short fall. This
reversed the US$47.9Mn surplus posted for the
{irst two months 1998.

Balance of Paymenrs | T0Eeb | Jan-Feb
98 99

Goods balance -142.4 -135.3
lxport 268.5 230.4
fmports 410.9 365.7
Services - Net 70.6 79.2
Transportation -40.1 -30.5
Foreign Travel 171.0 172.4
Other Services -60.3 -62.7
Income -16.4 -4.8
Compensulion

of employees 11.1 12.3
Investment Income -27.5 -17.1
Current ‘yansters (Net) 93.1 89.9
Private 90.9 8.7
Official 2.2 2.2
Current Account 4.9 29.0
Net Capital

Movements 1.3 2.1
Private 1.0 1.1
Officiul 0.3 1.0
{‘inancial A/c -6.2 311
Other Official Investment 3.2 -47.4
Other Private Investment 38.5 12.8
Chunges in Reserves -47.9 3.5
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MACRO-ECONOMIC INDICATORS
(March 1997 - March 1999)

MoNTHIS | BASE FOREX INFLATION TOURIST CIIANCES IN

MONEY NIR ACCTS. ARRIVALS M2

Mihly | Pointlo | Total Towal Minly | Pointto | Total Stop- Cruise Money | Point

chag | Point NIR Bolances Chug | Point Visitors overs Supply | to

Poini

Apr.9? 1.03 1492 637.12 80147 0.6 8.7 165067 96008 65059 141 16.67
May 3.16 20.03 561.08 804.9 0.7 8.2 138139 89862 18577 0.6 2.7
June 0.7 2019 563.9 $00.59 01 8.3 152729 107265 15161 0.5 2327
July 0.8 2048 569.4 838.28 L.l .7 166026 118548 47078 2.1 2w
Aug. -0.02 1523 589.7 852.1 14 9.3 153870 109221 44649 -0.6 22.16
Sepl. -0.1 19.98 585.5 $17.2 1A 9.6 102095 71577 30518 0.6 2216
Ocl. 0.35 16.01 592.02 930.98 0.9 10.05 127187 78730 18457 2.5 19.98
Nov 1.71 16.97 563.22 943.56 0.6 10.22 152513 89888 62625 -0.28 20.5
Decc. 7.93 14.5 540.5 1001.28 -0.1 9.2 202926 118262 84664 34 1345
Jun. 19 1.6 553.2 950.95 0.7 9.2% 166934 Y8517 63117 -1.5 16.7
Feb. 09 121 5884 917.28 0.1 8.36 16003 99280 66723 -0.6 1.9
Mar -L.s 94 595.1 939.43 0.8 845 187021 112474 74347 -0.7 7.2
Apr.98 0.1 9.5 585.9 945.54 04 8.59 175543 105941 65602 -0.7 8.6
May 0.1 7.1 596.5 924.29 0.8 8.6 140030 97063 12967 1.2 9.5
June 0.2 6.2 s 87 920.73 1.8 10.1 119898 107307 1250 -0.7 8.9
July 1.5 71 611.89 913.73 11 10.2 173621 120426 53195 0.2 69
Aug. -1.96 5.02 €19.21 973.89 1 9.84 154934 109927 45007 2.1 9.8
Sept. 0.2 5.7 616.94 $88.00 0.1 842 114556 75531 39025 14 10.6
Ol 0.14 5.6 605.61 928.82 -0.3 AL 19388 82254 NN 015 4.5
Nov -1.3% -0.62 576.27 912.52 0.1 6.6 16162 91169 51993 -1.35 7.9
Dee. 7.06 0.8 581.96 905.07 1.05 7.86 201256 118098 83158 344 7.35
Jan. -3.69 -0.04 578 92111 04 735 183049 96959 86090 -0.68 8.2l
Feb. -3.18 -6.19 578.53 99.03 | -1 63 179193 102545 76618 o7y v.85
Moar, -3.66 =28 581.53 na 0.5 54 220295 131503 88792 na n/a
Apr.99 0.8 -3.04 58741 wa -0.1 549 175389 106611 68778 wa wa

n/a - Not Available
Source: Compiled from National Statistics as Supplied by Bank of Jamaica, Planning Institute of Jamaica and Jamaica Tourist Dourd.

NOIE: The contents of this bulletin are only for use by the addressee. T'he information is provided on a
strictly confidential basix 1o subscribers. Copyright reserved.




