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 Recurrent periods of instability in Jamaica’s FX 
Market

 EMP provides a way to gauge conditions in the 
foreign exchange market  and is an indication 
of the degree of disequilibrium in the domestic 
money market.

 NPC flows represent the most significant 
source of the country’s CAD financing. We are 
unclear, however, of the nature of the link 
between the various components and EMP

 The link could, therefore, provide insight into 
the need for policy targeted to specific 
components
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 EMP measures the degree of disequilibrium 
based on the changes in the exchange 
rate, the interest rate differential and changes 
in the level of reserves

 NPC flows refer to the sum of FDI, portfolio 
investment (PI) and other private investment
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 Between  
02/03 and 
07/08, NPC 
accounted 
for 71.7% of 
CAD 
financing

 Fell to 
24.0% 
between 
08/09 and 
11/12





Various measures of EMP

EMP Models

EMP Absoption
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EMP Index

Impulse Responses

Var Decomp
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Period S.E.

1 1.523364 100.0000 0.000000 0.000000 0.000000

2 1.694293 92.21388 5.602353 0.306469 1.877302

3 1.728423 91.15998 6.478651 0.331211 2.030157

4 1.736216 90.91445 6.675615 0.333843 2.076089

5 1.737968 90.86086 6.720112 0.334937 2.084087

6 1.738369 90.84840 6.730185 0.335081 2.086338

7 1.738460 90.84562 6.732484 0.335134 2.086766

8 1.738481 90.84497 6.733005 0.335142 2.086879

9 1.738486 90.84483 6.733124 0.335144 2.086902

10 1.738487 90.84480 6.733151 0.335145 2.086908



 Portfolio Investment is a significant determinant 
of EMP while FDI is not

 The lingering effect of lagged EMP points to a 
significant degree of herd behaviour and 
cautiousness on the part of investors

 Stabilizing the volatility associated with PI is 
critical given the finding that these flows impact 
exchange market pressure negatively

 The impact of the pull factors which affect 
confidence such as the fiscal deficit and GDP 
growth are of critical importance

 Since EMP feeds on itself, orderly movement in 
exchange rate is critical to achieving the BOJ’s 
inflation objective


