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Fiscal and Monetary Responses

to the Global Crisis: 

Jamaica

1.0  BACKGROUND

1.1 Jamaica has long struggled with low economic growth and high public debt. These challenges predated the global economic crisis.

· Annual real GDP growth has averaged only 1 percent since 1991.

· Public debt increased substantially after a banking crisis in the mid-1990s and currently stands at approximately 110 percent of GDP.

· Jamaica has a relatively narrow export base, is very dependent on energy imports, and relies heavily on remittances and external market financing. Public investment has been constrained by the need to service a large debt stock. Additionally, the country remains vulnerable to natural disaster risks.

2.0 IMPACT OF THE CRISIS

2.1 The global crisis which began with the sub-prime mortgage crisis in the U.S. in mid-2007 had minimal impact on the Jamaican economy in its early stages. However, by mid-2008, negative spillover effects of the decline in global economic activity were manifested.

· Real GDP is estimated to have declined by 1.4 percent for 2008/09

· Economic conditions deteriorated sharply:

· Tourism receipts declined by an estimated 15 percent in the first quarter of 2009

· Remittances declined by 15 percent

· Bauxite/alumina production and exports fell 30 percent, as plants have closed due to global oversupply

·  The Unemployment rate rose to 11.1 percent as at January 2009, up from 10.2 percent in January 2008, and 9.5 percent in April 2007.

· The current account deficit is estimated to have widened to a record 20.6 percent of GDP in 2008/09, due initially to the sharp increase in food and fuel import prices, and then reflecting a sharp reduction in overall trade, with exports and imports estimated to have declined by 50.6 percent and 45.3 percent respectively, year over year.

· The fiscal deficit widened to 6.8 percent of GDP for 2008/09, from 4.1 percent of GDP the year before. Budget revenues fell by 2 percent of GDP, while budgetary spending, spurred by a real increase of 10 percent in the wage bill, rose by 0.7 percent of GDP.

3.0 MONETARY POLICY RESPONSES TO THE CRISIS 

3.1 Investor concerns about the prospects for the Jamaican economy put pressure on the local currency.

3.2 Tightening in global credit conditions resulted in a marked increase in calls for Jamaican financial institutions to repay loans associated with external margin arrangements that were backed by GOJ bonds. Also, the termination and reduction of lines of credit by overseas brokers and distributors also intensified.

3.3 The impact of these developments was further exacerbated by unfavourable reports on the country’s credit-worthiness from major rating agencies. As a result, demand for foreign currency increased significantly.

3.4 RESPONSES:

· The central bank, the Bank of Jamaica (BOJ), intervened in the foreign exchange market, increasing its sale of foreign currency to the market. The BOJ sold a total of US$700 million since the start of the crisis to end March 2009. 

· To facilitate the repayment of margin arrangements that were collateralized with GOJ bonds, the BOJ established a US$300 million Special Loan Facility in October 2008 for securities dealers and deposit-taking institutions. Of this, some US$168 million was utilized.

· During this period, Net International Reserves (NIR) fell from US$2.4 billion to US$1.6 billion. To protect the value of the NIR to ensure that the country had adequate reserves to meet its future debt obligations, the BOJ increased interest rates at different times across the spectrum of its securities. For example, interest rates on its 30-day instrument moved from 12.65 percent in January 2008 to 17 percent by December 2008, while for its 180-day instrument rates moved from 13 percent in January 2008 to 21.5 percent in December 2008.

· The BOJ established intermediation facilities in foreign and domestic currency in 2008 in an effort to enhance the flow of credit in the financial market.

· In an attempt to reduce the high level of liquidity in the domestic market, which would likely fuel further purchases of foreign currency, the BOJ increased the domestic cash reserve requirement (CRR) for deposit taking institutions, as well as offered a special Certificate of Deposit (CD).

· The BOJ utilized moral suasion, intensifying its dialogue with the authorized dealers and Cambios in an effort to bolster orderly conditions in the foreign exchange market.

4.0 FISCAL POLICY RESPONSES TO THE CRISIS

4.1 The typical response of governments to recessions is to enact counter-cyclical measures, thus in a downturn, the government would be expected to impose expansionary policy measures to stimulate the economy, typically reducing taxation and increasing government expenditure.

4.2 The Jamaican economy, like many other small, heavily-indebted states, is constrained in the amount of resources and flexibility in responding to the crisis. Consequently, the Jamaican Government received a lot of assistance during the period from multilateral development agencies. The GOJ successfully negotiated a total of US$951 million in credit from the World Bank, the Inter-American Development Bank and the Caribbean Development Bank. These leading Development Banks pledged to increase their support to the Caribbean and Latin America by providing up to US$90 billion in an effort aimed at insulating the region from the global slowdown and spurring economic growth.

4.3 Notwithstanding, in December 2008, the GOJ announced a stimulus package comprising a number of policy measures intended to stimulate economic activity:

Tourism Sector

· Cut GCT rate by half from 8.25% to 4.125%. 

· Provide working capital of J$500 million via the Development Bank of Jamaica to aid cash flow problems. 

Manufacturing Sector 
· Eliminate Custom User Fees payable on capital goods and raw materials. (became effective Jan.1.2009) 

· Reduce time allowed to depreciate Capital equipment from 2 years to 1 year. (became effective Jan.1.2009) 

· Provide 10% margin of preference to Jamaican owned companies in GOJ procurement policy. 

Small Business Sector 
· $350 million will be allocated to small and medium size businesses via the Jamaica National Small Business Loans Ltd. 

· $150 million has been set aside for lending to small businesses through the Jamaica Business Development Centre at a 10% rate. 

· $150 million will also be provided at similar rate to Credit Unions for similar type lending. 

· A mandatory 15% of total procurement offered by government agencies will be reserved for small businesses and micro-enterprises. 

General Economy Relief & Stimulus 

· A negotiated US$300 mil lending facility from the IDB will be available in January 2009 upon signing. This will be accessed through the EXIM Bank and other Commercial Banks. 

· Tax on dividend paid by non-listed companies abolished on Jan.1.2009. 

· Transfer tax reduced from 6.5% to 5% on Jan.1.2009. 

· Increase in income tax threshold from the $200,304 to $220,272 on Jan.1.2009

· Job placement services have been arranged for laid off workers through a special programme at the Heart Trust / NTA. 

· NHT arrangements to either temporarily suspend mortgage payments, extend mortgage period, and reduce mortgage rates to assist persons experiencing disruption in their income flow. 

· Government will adjust regulation for classification of non-performing loans from 90 days to 180 days to permit independent mortgage providers to assist clients being affected by the difficult times. This will be reverted after the crisis is over. 

· Made effective Monday Dec.15.2008, imported barrels before December end containing articles valued less than or equal to US$3,000 made duty free. 

· Government will be paying out 14 week's notice pay valued at approximately $800 million. The Government commits to make full redundancy payments in early 2009. 

· $2.5 billion of additional expenditure on local infrastructure (such as roads, drains, gullies, and other urgent repairs) has been authorized. 
4.4 The GOJ enhanced the social safety net, in an effort to ensure that the most vulnerable members of the society are protected. Though some of the measures preceded the crisis, the GOJ spent over J$11 billion on measures designed to strengthen the safety net, including:

· The abolition of tuition fees in public high schools (2007/08 fiscal year), a significant expansion of the School Feeding Programme, and increasing the Education Budget as a proportion of the national budget.

· The abolition of user fees in hospitals (2007/08). Through the National Health Fund (NHF), additional resources provided to deal with overcrowding and to ensure the availability of adequate supplies.

· Provision of some J$800 million to expand the national welfare programme to ensure that all additional Jamaicans deemed to be below poverty line are included. 

4.5 There have been a number of structural weaknesses in the Jamaican economy which, while highlighted by the global crisis, actually predated it. The GOJ has been undertaking a number of reform initiatives aimed at increasing the efficiency of the public sector and strengthening the economy. In the wake of the global crisis, these have received critical attention:

· Improving governance

· Increasing revenue collection

· Managing the public sector wage bill

· Increasing growth and competitiveness

· Rationalizing public bodies

· Improving central government financial management and budget processes

	KEY MACROECONOMIC INDICATORS



	
	2005/06
	2006/07
	2007/08
	2008/09
	2009/10*

	Fiscal Balance (% of GDP)
	-3.6
	-5.5
	-4.1
	-6.8
	-5.5

	Debt/GDP (%)
	118.63
	113.19
	108.15
	108.94
	110.6

	Real GDP Growth Rate (%)
	1
	2.7
	1.4
	-0.6
	-3.5 to -4

	Nominal GDP (J$ billions)
	714.3
	815.5
	925.3
	1,101.8
	1,189.2

	Inflation (%)
	12.6
	5.7
	16.8
	12.4
	13.0

	NIR (US $ millions)
	2087.5
	2317.6
	1877.6
	1628.6
	838.7

	* Target
Sources: STATIN, BOJ, MFPS, PIOJ.
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