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THE PARALLEYL FOREIGN EXCHANGE MARKET -
- THE JAMAICAN EXYERIENCE

1. BACXGROUND .
During the peried of the 1950 the Jamaican ecomomy exraricnced positive grosah, It
e congsiently in real torms at an agnusl average rate of § per cent while the sverzge annua] rate

of inflation was some 5 per esnt, The balanee of payments positon was strong gven the agnificent
’ -

inflows in forsisn exzhanes eamned from badte, slumine, touriem and sigzer sales. Thess inflows =

]
freDitsted Inereased capital formation and the expansion of the loexl productive ssctors This
comfortable Jevel of forel. exchinge reserve pogtion coversd in exces of three mosth's wipply of

] . .
importe. [

1
Folluwiny this pericd of rapid gowth, Jamaicr sxpenenced pegative growth during

tvery year from 1974-1980, by which time rc:.! G.I.P. declined by 18 per cent b'c!ow th::I 1973
Bruwre. The following »ids rangs of econemic, climatic and politizal frstors contrituted f.o the

There wwxs the unpressdsnted inerez o off prizes, which cawsed Jamaiza's off Import
bl to more than double during the period. Crains and other imperted commadity pricss abo )
increas=d, eonsequently there wus 3 ggmiflcant increase in the overall import BIL Additcnsiy,
the interugdonal rocemtion reduced world demand for tauxite and ahimind the ccuntry's Ln.'u‘ar
carmens of foreln exchsngs. Vorld intarsst rates also incressed during the pericd and hed the ::frec’t
of incressing the country's debt rervice pivments, '

L mm_bcr of internal fsctor: also cootribuled to thif acite thertege of forem
exchange, There had been ingrez=ng demand for 3 wide rnge of consumer goo-.h which fx v irmﬂi
of the North American typs consumption patiern that Jamaicars h.zvc‘dcrc!ol:-bd over the yery
Futhermerz, mest of the producers in the manufactusing s=ctor are net users of foreim michang, ‘
cmexquently any cems in production in this rseter »3l remit o Increxvs demand for forsiza
exchangs, In rddition, the productive wxctar i not fully Integrated; backard end foreard Hnkages

betrreen the various ssctom are limited 20d in fome instances noo-sxittent
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Rather, thess local sectors are more Inte grated in the North American productive e d

which place them Inte s vulneradle situagon. They are expm..d to the ravages of mt-l'makg
recessicn which ustally have a devastating e‘ﬁ‘ect on m:up'ﬂﬁ‘ﬁm‘-& The period was marked byl
- levels of production caused by unfavourable weather conditions mich as severe droughts betuig

1976 sud 1980 end the rovasss of Burricane Alien in 1850, Weak menzgement policies bath 'y,
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private and public sectors provailed. There was a hish degres of political unczruainty and dum‘.. ’

period surmunding the 1980 General Elections a considerable increase in the flizht of expity) \,J{

experienced. Finally, althouzh the tourism secter had been caming substantia} amounts of forer
exchange, the degres of leakzge was considzrably hizh with reduced smounts of thes= funds c:L;z\
the bm‘.:in'-i's}-s.tm

Given the contiderstle inzrezse ia cumand for forsisn exchares and the aoute

Ay
age of thit commedity, & number of mzasures were implemstled by the suthontizinan .tl-:n':i

calve the problam

There wa mibstznasd forsim bosrswn: Jdunzg tite pericd tses Tatle 1) The et
utilized all ths ‘wailable feeilitiss of ths Intermativnal Menctary Fumd, bty homw’u:ér
US3797.1mn. berwesn 189T76-1082, In additon USLAFilmn wer Serrowed o ath_'-f

national lending insHtutians. Export incentive schemes wers bng nemented ainzd 3t neressis
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effort to mansgs the Bmited resgurces availabis, Fo:czw Exchunce Budgeting was ;mmcdt -

earnines whils bmport sutstituticna! industries wers estatlihed 1o teguze impen d:v:;:u:r-c

,F

Central Ban) in 1977 while exchanre contrehs wevs significuntly foiszafied

2 EXEMANGE RATE POLICY
In 1977 Jomelea 2dopted 3 dusl exchanze rate pelivy designed toe-
() provide postirs incentives for the sxpassicn of the productve
z=ctor;
(t} avoid the rdverse effecis of 2 unitary devaluatian

()  mazke exports continue to Lo competitive on the world market wd

() to reducs the bunden on the Government's budgst

— -
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The tb_en existing exchange rate (US31.00 = J50.5091) bemme the *baghc® mmte. B0

foods, esentlal medics] and pbarmaceutical products, animal fesds, fertllizers, patrotewm fmet”
all purchases and sadss of formign enchange by the Covernment and the bauxite and alone?
companies were trancacied at this rate. AN other foreizn exchange transactions tool pluce o ™

“epecial™ pate fixed at USSL00 = J51,23, reorezenting o 27,57

devaluation oFf 1

existing rate,

In Hay 1975 these rate LUQ = J§1.55 which reelted v °

wers unified at USS
devaluation of 47.5 per dent of the basic rate while the special rate was devatued at 14.8 gz o
Adors with thiz, monthly cawling peg devaluanons of batwzen 1.0-1.8 per cent and totalling 1™

wire  inctityted over the twebve month pened to Moy 1979 when the nnsls rate of exchan.

UE31.00w JS1L 781422 was estatlished, (Ses Tatle O,

Over the yeasy ths acresing t.m:u:- sentral repelamons and the tnsermary reatts
the future value of ths Jamozan dellar led 1o 3 thmang "nee m.-.:;:t“' tor foreion sitmen v
U.S, dollars) zt rates over aad sbeve the officid mate of exchumge. The funds genersted fnto M
rasriet itz belicved to bz mupplizd by

{z) The recyeling of capital whizh lofs the counlsy in pre=izus poneds

{ty [lse! exmorz:

{e) Leiksges frem officd inflows, parnculoddy from the weunet wmators

plosetd

{d) Direrzion of mizmant remittanses from the officzl sysiom

3 REGULATICN QF THE “STRIET MARKET

The zulboritier realized that the ‘strect merbie?” for forzis enchanes hod becont” "

mtegrel part of the nctitationg] fremework wnd wouwld continue 1o be zo for aleng oz unle- ! o
forcizn exchance :Lmaﬁcn improves considerakly within the banldag o

viiem The pool of et

in thic market was estimated to be in the reqen of several hundred milion United States Lel'
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decided to estahlich & type of mechanism that would tap this forsim exchanye "C-‘w‘-uri

“informal” foreim exchange market fres from Central Band. contml but mhiscted to u_\:-;-_n;&

existing trade policies was cstablished The “no funds” Heensing system Wi tntroduced and {—..ﬁ._m' <,
‘ot
source of fnancing knports. However, the system did not gain full accertines 7 some !N:n_-""

within the mercantile tommunity since they falt that they weuld be expoung themizbves ta u"\qtt-

fon and pessible prosscudon under the Exchange Contrel Acy Congcrqueatly, 11 November L3ty

Bank: of Jamxics under the Acterantad “ne funde™ Uoznes: for hiss snonty Lrpor Lwencss

“Special Roteined secounts™ in foreimn eachange 2t lecal commercial banks into which they

epozit formm exchange seatred {ram other than 2Mfcls] roures on a "nonxu::uon:-;::.hc-\l;'
~ith the understunding that thess funds would be free frm Contra Bank contol It was the 3

not from export proceeds or lean funds. Ones permission had boen gvea By e Central Bani for %

of ohich foods scoounted for US3AS.5mn., other consumer goods USSE3Imn., e

T34193.3mn. 7hile rav materials scocunted for USS422 4mn.
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“This Informal market had inerezsed in mpnificance i roent R, Wit e wie o e i

;gi;incd 2ccounts and the Bsuing of no-funds licences have proved inefficient lor the following resaoma:

(x) The multipl® layers of intermediation eperatiny in this market ressiterd in
larre spreads between the buying and welting rales thersby leading to artifically
hizh sclling rates;

{v) The fund= genenated in the marb.cl havs heen used largely for purchasss
of consamer goods rather than imparted inputs for the productive seeten;

fe) Operators in the market have been unatle o doctnent their transactiens
for tax and sudit purposas because of Uie inforz:a] nature of the mariet; and '

{d) The system has led to an increasing harrammient ol lounsts which had s

negative impact on the industey.

2. THE PARALLEL RARKET

Bued on thit asseiement, the wthorities tniredusad a new sel of sczadmie measurss to

correct this trend and reduce the leakngs of fo}-:i;n sxchanes from the tounsm ssitor and 1¢ cr.su‘:'c L-h.a‘t
export proceeds are a-.:;'x:'unted fne, 3xd fully utilized. The meaurss werd alop dasipnza arainct the bzch-_.
ground of unfaivouratle wortd ecomomic conditions, declining samuags froms bauxits snd 2loming tnd &
genere] shortare of foreign exchange in the Tenking Systent. Canssquenth on January 10, {952 the
following measurss became effestive:

(v} A twe-tier foreim exchanse market was estabiisied, The offcial markst e of
exchanze remained at 131,78 = UES 1.00 while & the formelised parallel foreign
exchenge matket, rates werc to he Jatemmined by commercial banks on the
basic of supply and demand, unlile the ‘enveial rate’ fematlhed in ;'T.;;rﬁ 13770
which had & fixed eichangs rate. In the official market thr manks operate &
prinejpale. Certain transsctions sich 15 debt payments, imports of basic foads,

basdtefahuming and hotel ressipts were o be transacted gt the offical rate
of cxchange. Thos: commadities which sere net sperifically dasiznated

would be transcted at the formetized parallel rale.
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{t) Non-tmditiona] exporters were alowed to retain 50 per cent of their
export sales (0 countries cutside the Qﬁ?éﬂ:@un. Thesz retained
funds vaz be utlized for the tmportation of :{;n?n-ateria.l;. spare parts )
and capital goods; §f not, they could be sold to commercial banks at
the going parallel merket rate of exchanze.

(c) A quota system was introduced to I:rln; 1bout & more effident
wlosation gr foreign exchange resources among the broad categones |
of imports and to ensure that tie overall import targe? wis not
exiceded. Purchases of forcign exchangs from the paralel market
would be in secordance with the umport quota atiocations and 1pprovala
by the Exchange Control Deputment of the Bark of Jarmaea

With respect to CARICOM bmports, only thoiz poods qualifying a8 of fisial impara

traractsd at the offical res ol other Inpodts would be transacted at the paraliel rate of cxchuip $
Export procesds howerer, muat be old to the comumercial benks at the official rte of r.xchu-:é ‘

Following this, _the suthorities of some member cotntries withier CARICOM retgliated, cunsuquu:d; 3

May 1923, .

t

During January, the aversge monthly parlict (sslling) rte was USS1.00 = JS100,
inereased by 9.23 per cemt to USS100 = J32.84 during February, and was howsver r:ductj-,é-
USS1.00 = J$2.7! following a staterment by the Minister of Finance dunng the latzzr part of Fﬂlm’"}'
that thoe rtates were arifically too high, end that If these rats were reduced mﬁ‘
USS$1.00 = J52.84) they would have the effect of accelernong inflova of dollary expecially from L‘t:"‘

spoculators who were wath-holding funds, Tn May the average selling rate was USSE00 = J3L75, wd

declined dusi - .
using June and July and stood at USILOO = JEL7Y st August, where the avenige buymlgﬁ

i ¢
31

was USS 1,00 = J32.80. (See Table 0N,
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The dilfercntial between the buying and selling rates zmong the cominz=rcial banks was in
wmany instances s high 15 12 cenls (7), marevoer thess rates Nuctueted and so as to ll':!.lin a measure of
stability and predictibility in the market which would be supportve of the operations of commerce and
ndustry, the authoritics decuited on rate [ixing effective August 30, which would operate a3 follows:~

{(a) The daily rate for the US doliar would be fixed fointly by commercial

banks and would be avaable {or transactions at the opening of business
op each Monday moming;
(b) Thents d::u:mﬁned for the US dollars would remain tn foree fora

period of five days and reviewed by commercial banks at the

beginning of each week;
{(t) The miss for other foreign currencies would be detenmined in
relation to the US dollas reference ateon 1 daily hagis; and

@ The spread betwesn buying 2nd seiling rates for the US daliar should

not exceed 5 csoty (I8

Jamaica did not meet the performance itsris under the sscond year Extended Fund

Factity progrzrume, which ended 315t March, 1983, dus to shoreall in inflews of formgn exchange ot

the offidal market, following the falure of certain loan Inflows 10 matedaliss, InJows from the parallel

market were, howcver, well on targst The Governmesnt requested, and got 3 waiver from the Fund

which emabled Yamaica to draw down USS40.4mn. during June }933. (Slnce then, the performance
criteds, at the end of June was successfully met). In order to mest the tergts established for the finsl

year of this progremme, certain adjustments were made to the external accounts snd to the fiscal

budget 15 well
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Effective Jath Juns the follording economic meisurs: designed to safepuard the Cban:

were teken, . :

() Theimport level wn reducsd by approxinutely USS159mn to
US$1,220mn. and the value of cash transactions te be finznzed in
th officiel market woeuld te USSE.076ma. while thoe to be ﬁnmcct-i
in the parallel marke! would be some USS$23ma. The tmport of caprilal
goods would be reduced by USS10Ymn., USS33mrn, for conzumer zoods,
while raw material imports would e reducad by USS3mn

(t) 'With respect to the fiscal budget, the overal! Government expenditure ~
wiould be reduced by approximately J$147me., ghven the shenfall
in =xternzl resouress, This wis necessary, hacacs kad it not been
done thers would hav= Seen inmveassd public sector eredit demand on
the bankdng ssctor which weuld rsduse eredit availability to the
productive sactor. Morsever, srves the state of the economy, bersasard
1ataticn or running 2 larger deficit were hoth unaceeptatle,

{e) There was 1o be increased uiilization of availabie resources in the parshie
marizt, consequently al oﬂ::: comuncdibies, axcept the following wewld
be fmaparted at the parallel rate of exchengs,

(N publiz debt,
(3] public capital payments (direst and guarantesd),
tED) aportion of Govamment Import 2nd servics pavmuciis
(fe}  bade foods and eaw matericl: imported under ecal srodit terms,
{¥) focd imported for the tourint seetor, and,
¢{+1)  fertilizer imperted under specia aredit teyme,
In effsct, & significant portton of the forsum enchongs transacticns were peoed 10 i

55 .
eralle]l mariet in order to relisve the precasrs of demand for the rcarcs official forcisn exchst

roup, Wi eadeavour to provide annuzlly USY240.0mn. {at an averazs of USS20.0mn pet mgi £

— e

- all purchaces of forsisn exchanss towands Bnancing Jamaics"s oil prymeontz. This meassuee weca.
ftactive during August 1953,

Eccinewrds Effact of the Parwlel Storicet

1. Alleestlon of Funde *

The I;u-al]c! marks! compeies zgsinst the “black market” by atiracting ressurees and
plaziny them at the disposal of the productive system for the purchase of much needed raw materisle,
capital goods and other essential imports. Normally, these funds would be ueed to purchss: noc-
eszentisl fmports. The market has sugmented srailabls forsiom exchans ressurces during & peried of
@eeline in esrnings in th; officiz! market (Export tarnings during the first six monthe of 1933 declined
by U‘éSS&Jmm.) Since its inception in January 1983, the parslicl market hes generated total reources
of some US$253mn. up to the end of September while a total of US$226muy wes disburred over the
period, .
Since the formalization, foreign exthangs inflows hive incresced erery month between
Tanuary « August (Se= Teble 3), Howerer, following the fixing of retes by the banks on 2 wegkly basis
2t the end of Augnst, there has besn 2 43,9 per cent reduction in mllows between that penod md the
znd of September. However, other causal fucters ruch a3 seasonality in the tourism industry should alzo
be exxmined as posnble ressons for ths reduced inflov .
i Pries l

Follewing the Introduction of the formalized parallel market md the steaguent shilt of
tome: imports from the official market to thic merket, consumer prices huve incress.d by 5.3 pereentace
roints on a point-to-point basis durix;g the first Ove month: of 1983, Prices will, therefore, have to be
monitored clesely and f neceziary some prict controls, imposed if the gine from the parsdle] market
2re to he maintsined. In addition, to aveid the buildup of pressure on the parallal rate of exchange and
tl:o oo the offcial rate, with the resultiog sffzat .of furtber depreciation of the cumrensy, the autherities

sheuld, if necessary, inatitute messures to 1educe consumer demand for pon-e=tential mporez and to

reduce the import-otiznted conmmpting pattem



3. Expory

Nootradibooy) exports grew by USS<4.8mo during the first kalf of 1983 ("l'hcn g "E- -
with the mnwr.:oadinz p-;nod of 1982) whick eould have resulted from the availability of fund, l'x;; .
the p;rxﬂcl marker If, -howm:, these producess continue to be net wsers of foregn exchange ;nd;“ .
thess pon-taditional &xports continue 1o be producers of "samples” and cannot sastain thgix'!::lr't:‘;j .

then the effect could be negatve. Thers Is need for contnued innovation and increase [n nsricu]u;ll

exports and from mere raw mateny] @xports 1o greater sonctntration of manufactured exports. 'I'h:n".

-

alwd peed for increased urilization of local raw materal inputs for focal manulicture,

region moved from munus US$5.8mn. to pasitive USI7. \mn. dunng the first six months of 1583, wh

compared with the tame penod of 1982 Total impon.; moved from USS45.4me to USSI&SWL;'W :

exports moved from USS34.éma to USS32.0mn. CE 3

however, to reduce 1y undue prosurs on the existng rates of exchange the authorities necd Of

~rd
-

implement phee, wege and fiseal restraint ahd Lo increase export eumings in both the ::-a-‘_it.l.-.:-ﬁ

traditional export sarkets. These measzurss will also serve xs instruments wili

Inprove the country's balance of rayments situation.

Fralusdan wd Conciution

The parellel market could contiaus o be 2 purt of the {inancial sysizm rslong ws there b
shortfall in official inflows, and as long as the “steet markzt’™ continues to Nourish,

If the agms 2nd objectives of the parsllel market 2 1o be reslized 2 number of steps will
have o be taken Some nine months have el2psed sinee its incepticn and them[ore encugh informaton
is xvallable to analyse the varjous factors infimencing s activity, For exampie, it wauld appear that
if market rates arc left to the free forces of demand and supply, then mors tesourcss could be
mobilized. A number of tneachons relate to the tying of sales of forti exchangs to te banks 2gainst
future needy. The problem here is that such transactions may hive a [ow prionty whea finds ars scarce
to ratsfy basic epentials wick x5 ofl, drugs, and food.

Due to the higher domestic cost of producton some importery ars ablz to buy fomign
X e &t very high rates, import the goody, ll them and still make supernor=al profic Two
problems can anse from thic

(a) Importers will purchase forelm exchange (at the stieet market) [mespectve of the

ratcs charped and this cxn furmner cause mastve deprecizdon of the jocal almrency.

() If the local cont of preduction continues to be high, imparters will secure slmost total

mrket share {domestic). The consequences are that loce) producsrs will be unatle to
disposs of the products, with the effecn of [actory clssuires, Increassd
unemployment and worst, 2 numbsr of preducsms within the magufacoinng sotor
would opt for the mane prafitable mermatile tade. As more producers move into the
mercantiic cormmunity there will be greater demand for the airexdy lirited foreign
exchange,

There ought 1o be restraint on consumer derasnd for nor-esssatial mmports, pernags
through restriction In bank lending, nd locals are to be encouriged 1o consume o locafly praducsd
poods. Local producess too will have to be encoursged to utdize more local raw matesals in their
production process.

Following the shifdng of more mmported commoditics from the official market to the
panallel market in June there has been an acute shoctage of foreign exchangs. The market will now

have to bo closcly mon.ikal;d to scc that importers do not intsroept finds that would normally 2ow
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P
into the official market which could resalt in xhortagt in the official Nlow, and further cauy h;ﬁ ) j
devaluztion Moreaver, the country will continue 1o expericnce prics increases as long o Iaf
continue to shift from the ofTiclal nate Lo the hagher paralicl rate. The suthonties will need 1o c‘“‘“‘ﬂ:
monitoring pnces as long as this continues The authoritics showld endeavour 1o place more h.ug: 3
&

=

encntinl frports on the official market a5 the foreigm exchenpe sitoation improves,

The private sector will have to be vibrant and willing 10 take ritks and while ME-
make profits it should not be at the expense of rewarding development of the eoentry. The authog

should pot only provide the basc infrastructure but showld provide stabls polin=d and sconomss
climate for increased produchon tc be realued Export incenuve schewmes shouwld be mam.h

. . .
manufacmurers so that they ggn produce, and indrease expost caminge Rt
M
Y
Finally, since certain external facion zffect the country’s export carnings, these will by :

bas considersbly reducsd the country’s eXport camings to the extent that merchandise tade (acf)

moved from minus USS14 L 7mn in 197) 1o minys UST431.5mn. in 1982, {See Tablc 1), Two ﬁ ‘9
will heve to be dopt:- l
{2) The ceuntry will have to become mors el-ufficient and less import dependest, i

mnce, to some exient, the country's prowth and developroent is influenced by =

have 1o bt taken 1o et these countnet 1o be Jess protectionst in their trade pohd:; :

i3
and to accept the need for a new Intermational Ezonomic Order. :

{5) Finally, the country wall bave 10 continue the monitoring of It scaree foregn

&> the same Tine try 5 generzte nore forelpn exchange through X

e

N
-
-
=
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Joumsiezt Extwnad Dalyt Coaredons

1577
Prinsips! Pryment 93.1
Intemit Paymasits 66.0
‘Dishursements (Private and Oficial Scarces) 136.5
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USSLI0= J$1.00

Brsie
US$L10= JE100 or
USSL.00 = J$0309

Spocial
UZL0.L0 = J81.00 or
USELOU = 5128

L USINI0= T30 or

LSS L0 = J30.509
Speial

Uss0.78 = ISl er
USSLW) = §31.28

Ragie
USSL10= JsL00 or
USSL00 = JS0.504

Spaial
Us30.80 = J$1.00 or
UES1.00 = J51.25

Spatisd
Uz3078 2 181 M or
UsS1.09e J51e

Baae
USSD. 03 08100 e
DI2L0s = J2L08
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Uss1.00=J51.38
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Date -

Yishe

&8
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H &78

10478
178
/7
iy

o

g

Previcus Rate

JBase
V830,95 = JSLDO or
US31.00 = J$1.0§

Spacial
TSH04 » J51.00 o
US$1.00 * )51.35

USE0.65 = J$1.00 or
US$1.00 = )$1.55

VESD64 = J51.00 or
US51.00= J51.87

US30.63 = J3L.O0 or
US51.00 = J51.60

TSS0.60 = J31.09) oe
US3L.00= 8162

USS0.61 = JSLOD o
UST1.00 » JSL65

US30.60 = JFLOD o
US$1.00= )$1.66

USS0.60= J31.00 or
USSL0D = JSL6T or

USS0.59 = 13100 or
USILIO= J3169

US30.58 = JSLOO or

. USFLOQ=)3LT1

US30.58 = J31.00 or
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