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AN EXQMINHTIDN OF MONETARY FOLICY IN JQMAICQ. '1981-198%

In 198i ,Jamalca _embarked on a: new Ecornomic Recbvery

Progrémme; ' Tha commencement of the programme CDlﬁCldEd wlth the

start of a _new: three—year, Extended- Fund FdClllty (EFF)

érrahgemént 'Qith_the Intéknational Monetary Fuhd‘(IMF) in April
.1981. -Siﬁcerthén Jamaica entered under a Sfandwby‘PngrammE_with;
‘the IMF in 1984 which was followed by another stan'd—by Fr-ogiamme

o in 1985,

Thei implementation aof these programmes  has involved an

,unpfecédented level of focus on monetary policy as an ihStrumeht
Cof economic management over a four-year period during which there
. have -been significant adjustments in the Jamaican economy. The

impact of monetary policy has beer aﬁgmented by accompanying

fiscal and _baiahcé' of péymehts policies with the pfimary

',:abjective being the restoration of the ecmndmy to a sugtained

growth-path.r

'TMbhetary- pD1idy‘ Basically deals with the management by a

central bank of a nation’s money suppiy in order to ensure  the
availability of credit in gquantities and at prices &Dnsisténtr

‘with speci¥ic hatibnal objectives. It-is in this llght that thef'-

Bank D¥ Jamalca in fDrmulatlng its monatary pallcy over the years

has cnncentrated -cn, regulatlng mmney and credit at ;1evels,
consistent wlth‘the‘prﬂmqtan,Df economic growth,  a reasonable

inflation rate target and an adequate level of internétiunal

rESErVes.

This bépek.'attemhts.to eﬁamine the direction of monetary
policy ovér?the four yéar periddfas,wéli asiensuing dayalppmentsr

up to the end of third guarter 1985.




Negotiations with the Inteknatiohal  Monetary Fund, which
were 'initiated-itawaﬁds'_the gend of 1980, culminated in a new

three—yeaf _EFF arrangement in April 1981. This arrangement

”providéd accéss to dfawings totalling US$698 million (including

US$48 mn. from the Fund's Combensafmry Finarcing Facility) over a

‘three~year-- péripd in 5uppmftf_a$ the Government’'s Economic

- Recovery Frogramme.

Monétary PFolicy in' 1?81 iwas theretore geared' towards

.dChlEVan the objectlves establlshed by the EFF Qgreament., Urder
lrthe Agreament certain per#ormance crlterla were established with
‘-respect, to  the Net DDmEBtiC‘ﬁéBEtB and the Net International
'RESEJVES Df, the Banl of Jaméicé, as w511 a5 _the Net VBanHing

System CFEdlt to the Fubllc Sector.

In addltlnn to regulmtlng mnhéy aﬁé credit, &’ major

DbjecfiVE was tha 11qu1dat10n 0¥ arrears of E\ternal payments in

order  to generate‘ e snurces of credit financing for  the

- o 7 _ _
Economic . Recovery Frogramme. 0Of particular importance was an

Emphasis-un interest-rate_cﬁangeé which would more fully reflect

the influence of mafket\+mrteé. Market determined interest rates

were expected to lead to-  increased savings .and ~ improved

efficiency in:tﬁs-use'u¥ capital'which:thereby,cgntribute'ﬁo)thej

short—term stébilization_prugrémﬁe,”

The Treasuryrﬂillidiscmunt rate was identified as the prime

instrument for Anfluencing  changes 'in' the interest . rate. . ...

structure. Dﬁmeéticfbank credit réquiréments.d{-the' government

- were - to be mét_gubst{ntially:¥#uh‘the issue of such bills, énd;
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théif yiélds were to be aetérminéd byiharket {Drcés‘ while thér
level of. the bank raié'shuuld nmt-ha'lawer than'fﬁe Tkeasufy Biil
. taté; ~ The Eénk ﬁf Jamaica méiﬁtained & valﬁﬁﬁaryrliquid assels
ratio For‘commerciai banks of 40%, 'aithough thé‘mandatmryliiquid—
as§e£57 ratiQ of Z9% contihued'tq euisf. The Higher ratio - was
expected to avoid a build-up of liquidity in the banking sya;terﬁ
 §nd the EEEuifin§ pre55ure§ on  the balance nf paymént5.

NE@ ‘ guidelinés Cfor congumer—uriented &redit were
éstabliéhéd.- Theée weferintended-tm take into acgﬁunt seasonal -
' peaks  in ci,ema}.cf' for credit to the Distribution Sector asrrwell as
cpersonal lban5;-  The DEbDSit Schemé.fmr the arrears of exterﬁalr

fﬁayments,' introduced in 1980,  was modified ih 1981 to require

importers to .depoéit the Jamaican dollar éduiQaient of  their

- foreign exchange requirements prior to making application for

-approval  to the E%chahge)Cmntrol Departmeht of the "Bank of

L4
-
Jamaica.
6 review &f developments in 1981 was extremely encouraging.

In. Fespett of the selected_per?ormance criteria under the EFF

prégrémmey all eeilings were 5&cca55?u11y dbservad: during the

YE&I . 'In‘ real ,terms, the. Gross Domestic Froduct recorded . a

growth of 2.5% in contrast to a decline of 5.8% in 1980, The

rate 76% in%latian was contained at 4.8% cumpared with 2B.74 in
1280.- 'Intérest'rétesrin the banking system began to move upward
and with the mbdérété ,mavehént of prices 'dufing the 1year,

positive  real vates of interest were realised on  certain

'categaries of depusitﬁ.' ﬁlthéugh the balanca"o¥ Péymehté-

reccrded an Dverall deficit GF US$111.4 mlllan 1n 1781, compared

Cwith U8$q9.4 m11110n in 198U the arreaFE a¥VEHterna1 péyméhts

i
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was significantly reduced to US$56 S millibn at the end of the

year from US$1035. ‘million at the end ot March 1981.

_The‘ monétary policy Dbgect;ves ramalned bas:cally the same

in. 1984. rIntereét rate policy cbntinqad to focus on  interest

rate 'chaﬁges'baséd_dn the inferpléy of market forces while the

voluntary liquid assets ratio of commercial banks was maintained
at 40%. In order to ensure that credit expansion was channeled
into productive activity, the consumer credit guidelines were.

revised at. the end of March 19BZ.

In March 1982 external payments arrears were sliminated well

befmﬁe_the scheduled date. of December. 1982. However, there was a

ndticeéble buiid4up of liguidity in -the ,banking,Asystam_ as

'impmrtefs resorted to rélativaly ;Dng-term credit lines due to

inédequate ifdreign_énchange. This was accampaniéd by a drop in

interest rétésﬂwithjthe treasury bill, discount raté $allina‘ta a

',1DWi of ?.142.‘ Dﬁring the laét:qUarter -1iﬁuidity' contraétedr
‘Ehafﬁly as & résﬂlt-n¥ arowing 1Dah.deménd, particularly fﬁmm_fﬁe
émnstructimn sector.r | Short—te}m aepoéit rdtes -consequently

'1ﬁcrea5ed whlle’the Treasury Blll dlscmunt rate rose to 9.26? in
',Decemberf  The rate Qf.lnflatlbn'remalned moderate at  6.5%, a

‘slight increase over the 4.6% recorded in 1981.

Against the background -~ of ah"ﬂn¥avDQFabiE international

'jﬁlimate created by a wurldwide recesSimn,'rthE Jamaicén scanomy
achieved a 1.0% growth in)real Bross Dumestic Froduct (BDP)--inA-

1982. _iihiv the e"ternal' sector nat cap1tal inflows rbée,'

51gn1F1cantly resultlng in an mverall balance of payments surplus

of scme us$8s6. 1 million compared with a de{1c1t Df some  US$90.5




-

million in 1?81, - In terms of the. EFF programme all the

performance criteria were satisfied,

Despite the,ayerallrpusitive'developmants in the balance of-

- payments, Jamaica'ls major exports, bauxite and alumina, declined

dramétically-iin féspgnse to the deepening world recession in

1982. In addition, loans from internatiohal financial sources,

did not maﬁerialiﬁé as & result of stéps taken by a number of

major debtor countries in the region to secure a rescheduling of

‘external debt, thus making the banks reluctant to extend their

exposuwre to countries in the region. Consequently, over the

fiscal year. (April- 1, 1982 to. March 1, 1783) the balance 'Df

ﬁayments detariuratéd Sy SOME US$147;D'milliqn.

V_As- £he 'shurtage_-o{ {Dfeign 2 xﬁhangé' worgehéd, the
implémantatimn _D¥ ﬁéasuréé to alleviate the problem was ai'major‘
concern during 1997. Ardﬁéljmaﬁket {Dfeigh éachangejsystgm fthe

-pa"ailel, market) was introduced on January 10, 1983 with the

objective ﬁ#,capturing the forsign-exchange resources existing

‘within the Eysﬁem‘thfoqgh:tﬁa establishment of rates which were

competitive with' thméa in the "Sﬁreet“ market; Under this

regime, the exchange rate in the official market was kept at

J$1.78 = US$1.00 while in the formalized parallel market rates

wére defermined< by VthE' commercial banks based - on mar ket

conditions. & special Caribbean Community (CARICOM) rate (J$2.25

= US$I.GQ)-wasrintdeuted in May 1983Z. - Fayments in the official

market were restricted tu'public debt, public capital payménts,

basic '¥obd5;' petraléum Vprnductsﬁ esséntial imports for the

tourist -sector, school books, drugs, infant feeds and‘cértain

service payments. ~ At the same time, certain designated earners

5 .




of foreign exchange were reqguired to surrendér,their earnings at

the d$fitia1, marketﬁ rate; thESE  included earnings from

baurite/alumina,. sugar, bananas, hotels, in-bond shops, rent—a-—

car agencies and tour operators.

In June 198%, non-official market transactions were further

expanded by shifting to the parallel market a wider range of

_paymentg—inciudihg'oil.r -Fuﬁtherrdei¥icatiDns,were made to the

exchange market iﬁ August due‘to the low level of §1dw5 intbrthe'

foicial, system ' These 1nc1uded tha dlSEDHtlﬁHdtlDﬁ of "tied"
purchases by banls and a further. shift of items to the parallel
-ma?ket. In quember,the dual exchgnge rate system was terminated
'aﬁd 'réhlacea by‘a unified system ﬁith limited ém:hanga auction
among fhe commafciai banks to &etérmine -thér emcﬁange rate.
ﬁccordinng; the daily V#ate ;as sét by: tﬁe cammefcial banks

wlthlﬁ a prescrlbed band and was reviewed’ {Drtnlghtly by tHe Eank

ﬁf Jamaica farf_adjustmentS'based'oﬁ the we1ghted average -of

actual fates :_Fof‘ 5th transactimhs-:during the  previous

{Drtnightly- periocd. - The bahd was‘initially'established with a-

range ofJ$3.00 = US$1,00 to J$I.30 = USHL.00.
Changes',in the exchange rate éystém wefé a:companiad oy

Cmonetary pollcy measures whlch were cnnsldered apprmpr1ata far

LS

-rach1ev1ng the ECDﬁDmIC'DbJEEtlves. " The vmluntary 7407 11qu1d 

‘asset ratio was abolished in  April and. replaced by a 3I6&%

statutory :ratim;_ 'In the Iight'mf a tightenihg of the banking_

system’s llquldlty caused by increased demand %mr credlt relat1ve

fto the growth in dep051ts, the banis were also allnwed to include

' the +mr91gn assets flaat on th91r parallel marlet trangactions as 

ot
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part of their liquid.aséets holdings, effective June 1983. New

'ceilings uly cnnsumér oriented credit, ﬁequirinq no incréase aver
- the level Dutstand1ng at the end a% March 1?8’ were 1ntroduced in
May. - At the.same time, Bank Df Jmmdlca 1end1ng for - 11qu1d1ty'

support was tightened to ensure can51stency with the new credit.

meEasures,
" When the éecdhd- yaar"of the ,programme ‘under the EFF
terminated at the end of March 1983, certain par#ofmaﬁce,targets

under the programme were not met. As mentioned above, this. was

duei” tmr the “failure 40{ some prgramméd 7en£erna1.‘¥lmws _tc,
-materialize. The Government Eequestéd and was granted a waiyer'
-{rum the IMF 'iﬁ-feépect of the bréacheg 0¥ perfDrmahte crite%ia
to ailnﬁ qu-the cantinuétion ot the prpgramhe inta its third and

final yeak.' The {irét set Df'performance criteria for the third

vear of the arrangement was successfully met in  June, 1983,
. B ) . . * - o ’ - -

- However, at the-end Df September 17835 disagréemen£ aruse hetwean

thé  IMF and the Govarnment on certain tachnlcal aspects relating

to one D$ the per%ormance :r1ter1a It was decided to terminate

Vthe EFF programmes and replace it with a Dne—year' Stand-by

Facility.
During 1?83,' the current account deficit widened by about

US$92. & millipn:£91US$480.5 milliun.i Simultaneously,_the capital

account recorded a significant deterioration and as a conseguence

there was ran oVéra11 balance of payments deficit of US$290.0

million. The gross foreign liahilitieé of the Bank of Jamaica

increased by US$:3:-J million due mainly to increased arrears and

drawihgs"¥rqmuthe lﬁF while the gross foreign assets of the Bank:

fell by US$30.0 million.




"-By the end of the secnnd quarter DF 198~.' pricés started to

accelerate, follmwlng the shifting of trdnsactlonﬁ, from the

7 foi&ial,tn thé barallei éxchange'mérket. A number of controlled

‘pricés"-éndrrpﬁbiic gtility tafi{¥5 wefé‘kéised‘during the year,
Vincluding -petrﬁléuﬁ ﬁrices wHich were:iﬁcreaSEd by 29%  in  June
én@ agéin by S0O% at’year*énd.r"fhe,result was én acceleration of
cdnsum$r-price.ihcreaseg to iﬁ.?ﬁ‘?rcm the 5;52 Fecmrdadrin‘iqez.

- In order to mltlgate some of the prlce 1mpact of devaluatlmn. the

authnritfes 'alsm pro/lded full 5ub51d1*at1an of certain imported

basic. foods at»the:uld ocfficial exchange rate.
- Although - an iﬁpartant'aspect of the_ihtafast rate policy
remained the generatiwn' of real réfes ot Vinterest through

instruments of monetafy credit: control, the accgleratimni of

inflation in 1983 together with a build-up of excess liguidity by

‘commercial -Banké haﬁ'a strongly negative effect on real iﬁ%erest‘

Fates. The Treasury. Bill disccunt'rate-paakéd at 13.3% in June
and fell StEddllf ta 12.112 at the end D% the year. Short—tarm
deposit ;rateél;mmved in a 5Lm}lar patt@rn Following a

substantial increase 1n'net banéiﬁg system credit to the rPublic
5actaé, monéy'stmck (MZ)'FDSE by J$622.3 miilipn or 26.5% in 1983
‘cmmpared with US$440, 8 m1111mn nr ZZ.UZ im 1?92.:7TD this exteﬁt,
the 1mportant manetary policy Dbjecﬁlve of modarat1ng the growtﬁ
7D¥ money supply in 1983 Was nut FE&llEEd.

Real GDF e“panded by an estlmated L.oz in 1983, mainly on

- the strength ‘of jamrglncrease in agrlcultural prmductlon' and -
' cnntlnued strmng growth in tour1sm.-.'M1n1ng -Dutput contracted .

?urther, during,-the ¥1rst half nf the - ?ear,,-but subseqﬁently.

i




improved_as demand fcr bauxite'and alumina gained strength;

- 1984

The EFF'_programme'JWas-replaéed by‘-a- phe-year Stand-by

Facility in June 1984, During the year; monetary policy was even

more'ciosely ésSDciated withran expanded auction systém which was
inétituteq in March 1984;_"ﬁccard?ng to the_new system, auctiaﬁs
. were  held twicé Qeékly and the exchange irate band adjusted
Lperiodi;élly‘ in accmfdaﬁce-with a +orﬁﬁla_based Dﬁ “the améegé
démand_+or {Dréign exchange in the auctinn‘market. In November,
the baﬁd was-?emmvéd'witﬁ,the'résult that the rate wasralloﬁed to

float ¥reely;'

The prime objective of monetary policy ‘was clearly

idemfi%ied' as the restriction of aggregate demand in order to

meet  balance .of payments targets and moderate the rate of

in%lation.‘ rThé‘iqtroduction of fight demand management pplicies
‘rQasr therefore directed,éﬁ Eontrqlling the level of liguidity in
_the” banking system WHiie monitoring the Eﬂﬁahsinn aﬁd alidcatidn
.of_domestic credit by‘tﬁe baﬁking Eystém.f 'Af the same time, it
w%s:-glém netesséry-éo promote the growth of daméstié savinés by

ensuring a real rate of return to savers.

-

s Within . the framework of these pclicy objectives, Bank of

Jamaica utilized more extensively than in former years, the

various available policy instruments. These included cirredit

restrictions, increases in the liguid assets and cash reserves of

the coﬁmercial banks, upward adjustments in interest rates and a

dépnsit_schemérrelating to foreign exchange payments. ‘Over the

year, the bank rate ﬁqse'in three movements from 11% to 16%,' The

'pfihe” rate similarly moved up'¥rah 13% to 18% and the rediscount’

&
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_ré£é from  13% to iBZ. The minimum interest rkate on Savingé
déposité also ﬁlimbed from 9% at fﬁerbeginning of the-year-ta 1z%
by year—énd ,while-the treasﬁryﬁbill #été reathed a new peaE :Df
lé.ﬂﬁ.. The cagh‘#éséEQE,ra£ib of the bﬁnksrwas also increagea to
10% to support thé hiéhiinterést rata;pblicy while the 75tatutory

liquid assets. ratio was raised to 44% to reinforce the credit

restrictions. A deposit scheme for external payment arrears

7 incurred by the pfivatarsactar pribr to Febfuary 1, 1984 was also
restablished-in ng 1984.'-In_qrder to %adréss fhe credit needs of
certain pfdductive: secfur;,:'the:Bank of Jamaica expanded its
-Eediscounting ;;cil;ey to J$70 million in September 1984.

- The 'mbﬁetéFy ﬁélic& me;éqres adapted in 1984 cuntributed
cmhsiderably to an 'éqéstanéing impro?emeht'in the -5alanc97:0¥
péyments-which‘recdrdédra Sﬁrpius D&_US%E?&)? miliinn a5 'agéihst
the deficit bf; U$$é8?7i million  iﬁ -198ﬁ{27 This ‘imprBVement
enabled -thé ﬁankrrmf Jamafté'tq éliminata- Eubsténtial _payméﬁt
arreafs énd :a{%éct %Qme buiiﬂ—up of its %dfaign' aéget§5 The
current faccodﬁ£ dé$j¢it7Qa5 Eéduced by snmg Qé$i?0.7 ﬁillicn to
US$289. 8 _miiiiuh;: reflecting én 8. 7% increase in exports and a
Vreduﬁtidﬁ: G%i%.é%liﬁ impofts;l':ﬁf fhelsame time, )the -exchange
rate'wdépreciatéd rapidly by'%ame Soﬁ, mbviﬁg from J$3.3b" =
Us$1.00 at the heginning mFrfhe yé%r to J$4.90 =VUB$1.QD at vear-
énd. | o - i |

Real BDF declined slightly by 0.4% in 1984, as performance

was  a¥fettad' byrlfactors guch és_the "tight demand management. .| .. . =

policies, scarce foreign exchange, unfavourable market conditions

and underlyihg '§ﬁru¢tura1 weaknesses in the economy. In  the

10
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mining se&tor, output. which showed mihimai-gfowth of ©.7% in

Baﬁxite and alumina was ﬂﬁasfitally atfected by structural shifts

which ccourred in the world aluminium industiry. Among the other

key sectors, égritulture 'recnrded a. 10% qrdwfh, while the

”cnntiﬁuaticn 'Df mdnufacturlng and construction fell by &.4%  and ;

5.4% réspectively;' ADver the year, consumer pFlCEE Fose Eharplv
-:by F1.2%, largely as a result of the depreciation of the Jamaican
dollar against the US dﬁllaf and the phasing out of subsidies on

basic food items. .

One ef$ect ,b¥'£he policy measures outlined above, Was  a-

depletlon of 11qu1d1ty in the banking system whlch e;erted upward

pre=5ure (m)g] shcrt term depms1t interest rates wh1ch redched a new

h1gh-o+ 20% in the last guarter. Cmncummltantly, 1nterest rates -

on IDané also .rcsé to as High as 267 ‘in'rsnme cases.*r Tdta1
'pr;vate .Eectérr crédit fdr tﬁe period‘ﬁpril to DeﬁembEHL_1§84
- expanded by J$112 million dr abDut‘J$&O mili;pn below the amount
sef 'under the prcgramme._-_éfédit by the banking_;ystem td the

puhlxc sectmr. which was also Festricted showed an accumulation

a% a :urplus a{ J$ 01,0 m11110n by the Central Bmvernment ‘over
- the nine- mmnth perlmd. Nlth-these developmenta, money supﬁly
'(M?- ‘rose by over 1 lA which was well on targat with thu 17.2%

1ncrease pFDJECtEd for - tha ¥1sca1 year. In Fespect m{ the Stand-

by prngramme,, targets an arrears weres breachad in September -and-

December  due fo- unexpetted delays in lnan disbursements.

However, - the - Fund apprpvéd technical wéivers which éilawad'

Jamaica to dréw‘the full amquht of resdurces%pro#ided under the
' Stand-by facility.

-y
a o,

Following the -tampletion of . the 1?94/85-prngramme,
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monfh VStgndmby Arrangémént {ur‘apprnximafely_US$115-milliDn- was
“approved by the IMF in July 19885. - This involved a continuation,
gnto 1985, :D{ fhé tight_deﬁénd maﬁagement policies gmd reliance
 Dn a_?legible eﬁchgnge r;tersysteﬁ.; Théfaufhorifies'adopted' a
-numﬁer of néw'credit,ﬁulity:meéSurés Y-} mutlihed'belowﬁ'
| - (1)‘The émpansinﬁ of priQate sector credit by
,cpmmerciélr bénﬁsrland néhwban&s .wés  temporarily
' fruien at . the 1EQel:prevéiling1at 8th March, 1985
.gnd 3list March; 1985, FEEpectively. Tﬁa fresze
Was subéequently fepla;ed by specified limits of
~given’ percéﬁtagerjnﬁreéées. | Théée  éEiJihgé on
"privatE' 5act0r Erédit were remuyed'un an. overall
basis  in October with  the el:;:t:e_ption of
Fesfricti&né_ on cuﬁéuma?_Driented,tredit. Sincé
<the:¥begiﬁnin§, of November, limifs ‘pﬁ conéuﬁér
ufiaﬁtedr credit equivalént to § decline Dfr Ny
belaﬁ- thg: March 1985 199&1 ﬁp to ééﬁtehber 1985 .
éﬁd 7a7¥Ufther-fEqutiﬁn of -10% up to March  1986:
were ihéfitﬁied; | | |
2y Iﬁ brdefftu'éterilize excessr liquidity
the ‘taﬁhfFéSEFQE reqﬁirémént on commercié} rbanH5 '
was téiséq $anA14££n 20% in stage;’fraﬁ March to
(July  and . the stétutmry liguid asset -fatio on
' _cmmméfciél }Qaﬁks; waS‘raised tm:48% f#nm 44% in
April. | '
| _(3};- The,required71iquid assets ratio of tﬁe

. nan—-bank $inantia1_intsrmediaries'was raised +from -

bi .
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rwhén. tompared3with the same,pekiodig{ 1984. However, exports

15% . ta éQZ inrJune‘and by a further 1% to'Eli in
 October at whith'time_;‘iz cash reserve ratio was
introdqced: i
| (4) . To adjuét'the inféresf rate StructuEE,
Vthéimihimﬁﬁ interest rateshon_gavingé deposits was
raiéed from 13% to iﬁzrin Febfuary and turther ;ﬁo'
20% by_énd—ﬁpﬁil.-‘_ﬂther interest réfés wereraiso
increased - gs'the-ﬁaﬁk rata-maveg tﬁ 217 from 16%
;nd  the rediscount rate to 1% from 18%.  The
stafgtory'.teilimg mn-mmrtgaée rates of building‘
sécfeties VwaE aiimihatad in June and rates were .
allawéd t§ move freely.'

(5 in support of the increase 'ih ~1iquid
asset 'raﬁia and the étru;turé'm¥ interest rates{ 
theurstatutory' iimit on th@zogtztanainé stoek Qf
tFEéSUFy- biilsrwas,ihcreased tD J$1 bi11iGn ,{réﬁru
JETSE0 miilion aﬁlthelbeginning D%-Augugf.r

-_To -cbmplémEHt :tHe -abq§e'maa5Qresg the . Baak of Jamaica
rédisﬁounti;g,'faciiity waS furthér expanded té J$100 milliﬁn to

ensuwre  the availability of credit to priority' areas. -~ In

~addition, up to early November, vtensive studies were being

undertaken on the Ehtrmductioﬁ of Dpen'ma#két operations as &
flexible _instrument of -monetary policy whichrwduld also control
the level of liguidity in the banking system.

Over ‘the;.perind January to Sepﬁambér, 1985  the further

tighténing in- demand - management policies had the  effect of

restraining the demand for imports which rose by,less than 1%
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aecliﬁed‘Significanfiy-by same,EbZ as_thé major exports, bauxite
and aiuminé;‘ weré draétically affected by a renewed dawnturn: in
the 'wmrid market in iéaﬁ which resulted in the closure of two of
“the main produc£ion‘piaﬁts. V:The resﬁlt Was a f#ade deticit of
US§436.577miliihﬁ as - égainst the US$314.5 million de%icit ‘in
fJanuary td September, i?84. However, pﬁsi?iVe Fesults-on‘ the
services accbﬁntlasﬁ@ellras ﬁrivataicapitalrin¥imws cmntribufed
to a balance Dfrpayments surplus of US$107.2 million which was
siigﬁtiy beléw tﬁe-éurﬁius of US$118.2 miilimn étﬁumulated in the
same 1‘?84‘;391"177(:1(7:1:7 _ : | |

Stémming from ﬁhe cmﬁtiﬁuéd eﬁpﬁasi§<un‘rastrictive monetary
pmlicigsrthererﬁasrbeen;r throughcutfl?eﬁ, & generalrslowfdnwn in
the. level of écuhaﬁiﬁ actiVity-whichlhas led to é{SDP ¥Dra;astrn%
é- decline in thérfange‘af between-E ta'érﬁar cent. for the yéar,

It is estimated that negative developments in three of thE”

sectors will contribute significantly to this overall ‘decline.

“In the area of cornsumer prices, an inflation rate of some 21% was

.ré;mrdéd, fepreéénting an-imprévemeét'nver the 2B.0% of January
Vfo  September 1984. 7 Conﬁributing fd fhis impfayémant was the
relative étability of the Jamaica dollér visfafvis the US dollar
-over the 1?85 périoﬁ which shdwéd é deﬁrepiation of 2@.2% to
stand ét JQSFQS = U8$i;00 at theaehdlpf September_1985, ca¢paréd
'with a aapreciatibn'd%‘EO,SZ_QVEF Janua}y,tn Saptehﬁér;-iqaﬂf
DVér the_first hai+ é% the year, inté;ést_ratéé rose shﬁfply
with the ,tréasury bill;aiscount rafe Eeétﬁingrés new peak of
20;721. As tﬁeigrmwtﬁ‘in;doméstit ﬁredif_reéédéd, hoﬁéver, there

wWas A cofreshonding build-up in liquidity'which.had a dampenihé
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‘effect on interest rates in the bahkingrsygtem torthe agtent that

the treasury bill disﬁount,rafé fluctuated to the level of 19.274

in September.

The effect Dfrtight credit restrictions and 51059 mmnituring_

of the banking SyStém’s liguidity was reflected in a reduction of

. 2.8% (January to September, 1985) in credit to the privaté
- sector. Cbnc#mhitantlyj the mone§ stock (M2Z) showed a relatively
modest intréase Df 13.9%. Ifrwas againsf the backaround af what
aﬁpéared to be‘a;de;eleratimn in %inanciai a:ti&ity'in particul ar
-and- e;anmmiﬁ a;;ivitylganetélly, that thé manetafy autﬁaritiag

" embarked on a re-examination of its monetary policy measures -in

the third quarter, leading to the removal of the overall ceiling

. on private sector credit and the possibility -d{ introducing

calternative instruments such as open market operations.

-

CONCLUSION . T .

Since ~ 1981, Jamaica®s economic - imbalances have- been

exacerbated by-the'ef{ects of a marked décline_in.bauxitefalumina
production, reflecting a world Fecession and ma j or structural

~ changes in the warid aluminium industry. The adoption af tight

money and credit pmlitiéa over the past four years has been Can

attempt tﬁﬂ éuppqrt an adjustment prwgramha wﬁich has involved
signi%icant ;haHgé5'in tﬁe euchénge rate syétem. rThé limitations
~of traaitional monetary policy in a small_open economy are Qell
recognised. waeQer,, the Bank DfrJamaica has made cmnsiderablé
ef#arts tbwérd§  reliéviné éama7 o$ the ganera' é%fe;ta '-by
providing agsistance itd_se}éctéd ecdﬁpmic'ﬁnitsr of identified
'pribkifyr squ' as special réﬁisépqqting.+gcilitie; to the . main

-productive sectors. .
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The _currant‘devélopmentro+ a more market oriemted economic
system undoubtedly has implications for the direction of monetary

policy. This ‘will require even greater_-discipline in the

implementation of manetaryrpolicy and therpﬁrsuit b¥'new ‘ﬁalicy'

initiatives by the Rank of Jamaica. The growing linkage between

monetary polity' and an exchange rate pdlicy  also carries

important economic implications as the distribution of scarce

foreign resources will remain a vital issue for some time. Sharp

fluctuations in the movements of cummercial;bank liguidity have

- produced -diregt ?ffeﬁtg on the'ﬂemand fD;:{DFéigﬁ Euchénga and
will thefe%ore have to bg pruﬁerly—:tontrblléd with  the
—implemantatidh,d¥ appfupfiate moﬁetary'ﬁolicy. " However . 'within
“the lbcal institutiunal {ramework,‘onlyla Félaﬁively small number
q%  in§trument5l have been avéilahla in the money aﬁd Fapital
markets. Iﬁ;ié‘esséntial therefore, ‘fo tHe Bank of Jamaica to
'prbmotewthe déveiupmént qf open market opeéatiﬁns;_the absence of

which was a major weakness in monetary policy.
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DOMESTIC INTEREST RATES

o ' - Treasury

) “Current Deposit Rates . ' Bill

: 3 months & 6 months & S Prime Average
End of less than . Less than © Savings . Lending .. Rate of
:Period 6 months . . 12 months - Rate : Rate Discount
1981 ' ' o

- Mar. - 8 - 9% ' 85 - 9% 9.0 13.0 9.79

~ June 8 - 114 8k - 11y - 9.0 . 13.0 9.84
Sept. . =~ 8 - 13 8% - 13% 9.0 13.0 9.83
Dec. .= . 10 - 13 10k - 13 9.0 13.0 9.97
1982 S :
Mar. 9~ 11 ' 9% - 11 9.0 - 13.0 .78 - -
June 7 - 9% - 7-3/4 - 9-3/4 9.0 13.0 , 8.29 ..
.Sept.. 8- 10% = 9% - 11 9.0 13.0 . - 7.14
Dec. 12 - 14 11 - 12 9.0 13.0 _ 9.26
1983 ’ , , 7 . L : ,
Mar. . 144 - 16 13 - 15 9.0 13.0 12,31
June 11% - 14 11%- 14 9.0 13.0 13.34
Sept. '113 ~ 13 123— 135 9.0 13.0 12.45
Dec. IOZ - 13% _ 102— 13% 9.0 13.0 12.11
1984 : _- 3 - - ., o

" -Jan, '10%7— 14 104 - 15% 9.0 i5.0 . - 11.93
- Feb. 13 - 14y - 13 - 15k 11.0 15.0 12.84

« Mar. 13 - 17 13 - 16 - 11.0 15,0 - 13.09°
“April. 11 - 14k 12 - 15 11.0 15.0 - 12.80

- May - 10% ~ 144 - 12 - 15 11.0 15.0 ' 12.11
“June 14 -18 . 14} - 164 - 11.0 15.0 11.32 .
July g 15 - 18 15 - 16~3/4 - 11.0 ~15.0 12.65 -
Aug. 142 - 18 - 14% - 18 11.0 16.0 - 13.73
Sept. 15 - 18 . 15 - 18% - 12.0 . 16.0 - . 13.44
Oct. - 175 -20 .. 16 - 20 12.0 .18.0 - - 14,73
Nov., . 17 - 20 - 16 - 20 . 13.0 - 18.0 : 14 .49
Dec. - 17 - 20 .16 - 20° 13.0 18.0 . 16.40
1985 : B : , -
Jan, - 17 - 20 16 - 20 : 13.0 . ~18.0 - 17.13
Feb. 17 - 20 16 - 20 : 15.0 19.0 : 17.00
Mar. . 20 - 22 C18% - 22 - 15,0 19.0 ~ 17.13
April ©18% - 234 203'- 24 18.0 .23,0 . 20.69
May . 14% - 20 14; - 20 . "20.0. 23.0 . 20.72
June 15 - - 20% . 167 - 20% 20.0 23.0 18.97
July 15 - 20% 16 - 20% : 20.0 23.0 i8.82
Aug, 15 - 22 163';'22 - 20.0 - 23.0 -18.45 .
Sept, 15% - 21 . 165~ 21 : 20.0 23.0 ) 19.27

- S _ . 19.63

Source: Bank of Jamaica
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ii.

‘COMMERCIAL BANKS -~ STATUTORY LIQUIDITY

1985

4,646,472

2,230,306

12,479,596

Average
" Average Required = % of _ Loans From
Deposit Minimun Averdage - Average Excess . Central Net Excess
Liabilitides  Liquidity Liquidity Deposits Liquidity _ Banks - Liquidity
1,558,924 - 459,882 629,870 40.4 169,988 25,135 . 144,853
1,660,315 489,793 - 680,207 41.0 - 190,414 43,355 147,059
1,782,110 525,722 743,158 41.7 217,436 21,878 195,558
1,892,700 558,347 792,843 41.9 234,496 24,973 209,523
2,061,427 608,121 906,159 44.0 298,038 20,459 277,579
© 2,224,215 656,143 986 ,154 44.3 330,011 10,045 319,966
2,366,716 698,181 922,832 39.0 224,651 17,108 207,543
2,503,537 738,543 951,330 . 38.0 212,787 . 58,008 154,779
2,581,513 761,546 949,197 36.8 - 187,651 58,594 129,057
2,603,834 898,322 940,321 36.1 . 41,999 50,476 . -8,477
2,678,925 924,229 986,058 36.8 61,829 - 26,727 35,102
2,760,565 - 993,803 1,013,460 36.7 19,657 - 49,432 -29,775
2,767,148 996,173 1,036,673 37:5 40,500 - 37,220 3,280
- 2,856,970 1,028,509 1,172,554 "~ 41.0 144,045 13,197 130,848
2,917,188 1,050,188 1,156,878 39.7 106,690 12,930 93,760
2,975,250 1,071,080 1,217,119 40.9 - 146,029. 9,531 136,498
"~ 3,075,805 1,107,290 1,225,074 - - 39.8 117,784 10,204 107,580
- 3,162,456 . 1,138,484 1,287,446 . 40.7 . 148,962 22,913 126,049
3,139,690 1,130,288 1,300,037 41.4 169,749 57¥12 164,637
3,190,725 1,148,661 1,395,261 43.7 - 246,600 2,903 243,697
3,295,347 1,186,325 1,397,996 42.4 211,671 2,269 209,402
3,322,608 1,329,043 1,442,017 43.4 - 112,574 2,124 110,850
3,401,556 1,360,622 1,364,178 40.1 3,556 2,490 1,066
3,488,904 1,395,562 1,564,049 44.8 168,487 3,243, 165,244
3,573,820 1,429,528 1,644,508 . 46.0 214,980 3,800 211,180
3,679,870 1,471,948 1,440,476 39.1 ~31,472 . 7,311 ~38,783
-3,528,166 1,411,268 1,477,988 41.9 66,720 15,460 51,260
3,552,813 ° 1,421,125 1,544,191 43,5 123,066 - 22,874 100,192
3,710,371 1,617,722 1,623,728 ' 43.8 6,006 1,487 4,519
3,752,109 1,650,928 . 1,619,275 43.2 -31,653 23,368 -55,021
3,792,855 1,668,856 1,674,115 44.1 5,259 37,775 . -32,516
‘3,802,655 = 1,673,168 1,717,909 45,2 44,741 48,307 © =3,566
3,911,921 1,721,245 1,885,184 48.2 - 163,939 49,811 114,128
4,044,206 1,779,451 2,001,394  49.5 221,943 50,272 171,671
4,164,153 1,832,227 1,997,887 48.0 165,660 54,969 .110,691
4,247,554 2,038,826 2,049,767 _48.3 010,941 53,348 =42,4077
4,250,085 - 2,040,041 2,339,879 55.1 299,838 57,198 242,640
4,541,753 2,180,044 2,345,666 51.6 .- 165,622 39,439 126,183
4,530,218  .2,174,505 = 2,342,031 51.7 167,526 42,289 - 115,237
4,543,712 2,180,982 2,412,408 53.1 - 231,426 43,598 = 187,828
: 53.4' 249,290 . 41,880 207,410

~ Source: Bank of Jamaicé' _




Currency

1ii.

MONEY SUPPLY

Quasi-Money

Demand
J End of with the Deposits Time . "Savings
Period Public (Adj.) : Total Deposits Deposits Total
1981 ' - o ' : ,
Mar. 219.5 370.2 589.7 - 243.2° -733.9 977.1
June 220.5 325.4 - 545.9 255.7 777.5 1,033.2
Sept., 221.4 330.5 . ' . 551.9 298.9 794 .9 1,093.8
Dec. 280.7 406.4 - - 687.1 417.3 814.0 1,231.3
1982 , : : .
Mar., 263.3 . 425.9 689.2 467.9 861.1 1,329.0
June 265.3 . 462.3 : 727.6 479.5 933.4 1,412.9
Sept. - 260.6 400.4 661.0 517.6 982.7 1,500.3
.Dec.: 313.2 416.0 - - 729.2 614.0 1,016.0 1,630.0
1983 - _ - :
Mar. . 294.6 410.9 705.5 761.5 1,045.5 1,807.0
© June . . 283.9 417.9 701.8 871.4 1,042.1 1,913.5
Sept. . 298.9 - 439.3 - 738.2 ©,864.9 . 1,073.1 1,938.0
Dec. 372.8 511.5. - 884.3 975.0 1,122.2 2,097.2
1984 S c . : .
Jan. 328.8 - 470.0 . 798.8 1,048.6 . 1,169.2 2.217.8
_Feb. . 331.6- 487.3 . B18.9 1,071.3. - - 1,175.5 2,246.8
Mar. . 340.2 . 474.7 814.9  1,074.3 1,188.1 2.262.4
April 339.3 - '502.3 841.6 1,118.5 1,210.9 2,329.4
May 340.8 533.2 . 874.0 960.7 - 1,228.1 2,188.8
June - ' 344.9 474.1 - 819.0. 976.7 1,226.8 - 2,203.5
July 331.9 482.8 - 814.7 1,038.2 1,228.3 2,266.5
Aug.  342.9 471.2 ' 814.1 1,076.2- . 1,218.7 - 2,294.9
- Sept. "343.0 501.1 844.1 1,079.2 1,233.9 2,313.1
Oct. . 345.2 511.4 856.6 1,077.2 .1,268.2 - 2,345.4
Nov. - 369.0 524.6 893.6 1,139.1 1,280.8 2,419.9
Dec. 433.3 579.1 1,012.4  1,134.1 1,304.7 2,438.8
1985 : S o :
Jan. .397.1 - 580.7 . 977.8 1,175.0 1,352.1 2,527.1
Feb, 401.7 529.8 931.5 1,225.1 1,367.2 2,592.3
Mar. - 407.2 568.6 - 975.8 1,261.8 1,412.3 2,674.1
April 403.8. 596.6 1,000.4 1,329.3 1,471.4 2,800.7
. May 4064.3 610.7 . 1,015.0 1,239.0 1,530.3 $2,769.3
“June 421.7 593.8 '1,015.5 1,217.5 1,588.,9 2,806.4
July 417.7 580.7 - 998.4 1,205.8 1,695.9 2,901.7
. Aug. - - 423.4 631.1 . 1,054.5 1,164.3 1,759.9 2,924.2
.- Sept. - 407.1 594.2° - - 1,001.3 1,111.2 1,806.4 2,917.6
Source: B.0.J. i
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CONSUMER PRICES

ANNUAL PERCENTAGE INCREASEV(DECEMBER TO DECEMBER)

o BY ARFAS - 1980 - 1984

By Region-
Kingston ‘
' Metropolitan ‘ Other
o A1l "~ Area and © Urban Rural
Period Jamaica Spanish Town . Areas Area
1980 29.0 8.8 C27.1 31.5.
1981 4.6 5.2 4.2 6.1
1982 6.5 4.5 L 8.4 7.6
1983 16.7 7.7+ 16.5 15.3
1984 31.2. 304 3007 33.0
Source: STATIN




v.

RATE OF GROWTH OF GRdSS DOMESTIC PRODUCT

BY INDUSTRIAL SECTORS AT CONSTANT. PRICES

Item Industrial Sector _1980 1981 1982 1983 1984
1. , Agricultufe, Forestry & Fishing -4;3 2.3 -7.9 7.3 10.0
2. ‘Mining and Quarrying : 9.9 1.3 -29.0 0.6 0.7
3. Manufacture C-11.6 L. 6.4 3.2 6.4
4, Electricity_and Water 1.4 0.9 3.7 4.6 1.2
5. 'Coﬁstructipn-ana Inétailation' -28.3 0.4  15.9 6.3  =5.4
6. - Distributive Trade'(thlesale'& 3et;il) -6.3 5.0 6.7 -8.4 1.8
7. wTransp_ort,_Storage &,Céﬁmunitation"' -4.9 2.4 70.5 4.9 1.8
8, Financingrand inSuranée'Servicés 5.3 :8.8 -2.4 -Zf.S -6;3
9f‘ ' Real Estate-&-Businéss Ser&ibes- 1.3 3.1 2.6 2;5' -2.5
- 10. Producers of dee_rrﬁﬁent Services 2.6 25 2.3 1.4 =2.6
11, ‘Miscellaneous Services | —7;7 - 1.9 7.2 3.5 1,47
<12, Household &-Pfivate Noh-Pfofit  -' : _‘
Institutions. . —6.7 2.1 7.5. 0.2 3.3
13., iofal Gross Domestic.Product.at.. .. . . }
o -5.8 1.0 2.0 -0.4

Constant Prices

2.5

Source:

STATIN
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vi.

BALANCE OF PAYMENTS SUMMARY - 1980-1984
(In Millions of U.S. Dollars)

- 10.9

1980 .1981 1982 1983%/ 19844/
A. Merchandise -75.4 =322.7 =441.5 -438.5 -291.7
Exports (f.o.b.) 962.7 974.0 767.4 685.7 745.3
Imports (f.o.b.) 1,038.1 1,296.7 1,208.9 1,124,2 1,037.0
B. Services (net) -181.7 -138.4 . -96.8 ~143.5 -118.7
Foreign Travel 228.9 270.6 306.1 374.3 386.6
Investment Income =-251.7 -201.5 -183.5 ~266.1 -301.8
Other -158.9  -207.5 ~219.4 ~251.7  -203.5
C. Goods & Services (net) ~257.1 -461.1 ~538.3 -582.0  -410.4
D. Unrequited Transfefs (net) 90.8 124.3 150.4 101.5 120.6

| Private 81.8 123.3 '134.5 94.7 80.4

Official 9.0 1.0 15.9 6.8  40.2

Current Account Balance -166.3 ~336.8 =-387.9 ~-480.5 -289.8

E. Net Capital Movements 107.1 225.4 465.6 *» 190.5 482.7

0fficial 226.6 240.2 446.0 300.7  362.9

Private -119.5 -14.8 19.6 -110.2 119.8

F. Total A Through E . =39.2 -111.4 , 17.7 -290.0 192.9

G. Allocation of SDR's 10,0 10.0 - - L

H. Total F plus G ~49,2 ~101.4. 777 -290.0 192.9
I. Change in Reserves :

' (Increase = Minus) 50.2 90.5 ~86.1 289.1 ~225.7
Holdings of SDR's 0.5 ~-1.3 1.2 0.1 -
Reserves Position in the - -2.8 . =1.3 4,1 -
Government -12.8 14.0 -1.0 17.4 -4.3
Capital De%elopment Fund - -4.0 4.1 0.2 -0.1
Export Development Fund -8.5 -1.9 i.3 Q.7 -37.5
Bank of Jamaica 71.0 86.5 -90.4 257.6  -183.8

J. Net Errors & Omissicns -1.0 - 8.4 30.9 - . =3278

1/ Revised
2/ Provisional

Source: Bank of Jamaica
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