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Why Did the Bank of Jamaica Raise Rates? 
We all pay attention to inflation, whether we realize it or 

not and wonder when and by how much prices will go up.  
Inflation expectation, according to economic theory, is 
one of the most important predictors of inflation. We 

know households pay keen attention to inflation and use 
the information on past inflation as well as future inflation 

expectation to influence wage negotiations, current and 
future spending, and investment decisions, while business-

es use it to determine whether and by how much to raise 
output prices. Unsurprisingly, central bankers and other 

policymakers, whose job it is to help households and busi-
nesses make those decisions by promoting stable prices, 

also monitor inflation trends and make corrective deci-

sions if and when things appear to be going off course. 

The Bank of Jamaica’s (BOJ) Monetary Policy Committee 

recently unanimously decided to raise the policy interest 
rate by 100 basis points to 1.50 per cent per annum.  The 

Committee also signalled that they intend to raise the poli-
cy rate at subsequent policy meetings if inflation and other macroeconomic variables continue to evolve as projected. The fact that in-

flation breached the upper limit of the bank’s target range in August 2021 most likely weighed heavily on their decision. Despite this, 
central banks are usually more concerned about the future, and the committee expressed concern that inflation might continue its up-

ward trend (continue off course) over the next two years. 

The BOJ’s decision to “tighten” has been met with widespread criticism from several stakeholders, which is unsurprising. The move to 
increase the policy rate comes at a time when the economy is still vulnerable, with unemployment high and the population’s vaccination 

rate low when compared to our regional peers.  Furthermore, the fact that other countries, such as the United States (US), have not 
moved to raise rates despite experiencing stronger economic growth adds weight to the argument. But what if inflation is not as transi-

tory as we thought? In their recent statements following the rate hike, the BOJ attempted to make this point. They also reaffirmed 
their commitment to ensuring that a macroeconomic environment that promotes growth is in place, as set out in their “single-

mandate”.  

When the BOJ first hinted at raising rates in August, they also predicted that the increase in inflation would be temporary, a view 
shared by the US Federal Reserve and many economists.  In most cases, monetary policy can see past transitory spikes in inflation and 

often uses moral suasion to steer markets away from higher inflation expectations.  However, in its most recent World Economic 
Outlook, the International Monetary Fund cautioned central banks to be “very, very vigilant” and take early action to tighten monetary 

policy if price pressures persist.  A tone we believed has changed slightly from earlier this year. 

Only time will tell if the BOJ’s MPC was proactive. According to the BOJ, their very calibrated crystal ball, which has allowed them to 
successfully keep inflation within the target more often than not over the last couple years, is suggesting that there is a real risk that 

inflation will persist, resulting in a situation where inflation remains elevated, above the BOJ’s target, for a year or more. We have seen 
how recent increases in input costs have forced local manufacturers to increase output prices. The situation has been exacerbated by 

the spike in agricultural food prices owing to the negative effects of tropical storms Grace and Ida on agricultural production. As a re-

sult, inflation expectation has increased. 

The evolution and dynamics of headline consumer price inflation are heavily influenced by supply shocks, particularly those affecting 

food and energy prices. Although the BOJ’s official metric is headline inflation, monetary policy cannot control the relative price move-
ments caused by these shocks, nor would it be desirable for it to do so. Only when these relative price shocks have a second-round 

influence on the underlying trend rate of inflation – or core inflation – does monetary policy play a critical role .  

When second-round effects are present or possible, a central bank’s response to relative price shocks changes. As stated earlier, gen-
erally, in the absence of second-round effects and by clearly communicating the reason for its inaction, a central bank can look past 

transitory inflation. However, when the risk of second-round effects increases, the central bank must respond appropriately to ensure 

that inflation expectations remain anchored around the target, especially within the context of its single mandate.  

 
 



Local Equity Market  International Currency Market 

Currency 15-Oct 8-Oct YTD% ∆ YoY% ∆ DoD % ∆ WoW % ∆ 

EUR: USD 1.160 1.157 -5.02% -0.90% 0.05% 0.29% 

GBP: USD 1.374 1.360 0.53% 6.46% 0.51% 0.94% 

USD: CAD 1.237 1.250 -2.81% -6.45% -0.02% -0.83% 

USD: JPY 114.260 112.240 10.66% 8.35% 0.51% 1.80% 

            

Local Foreign Currency Market 

Currency 15-Oct 14-Oct WoW % ∆ YTD% ∆ 8-Oct DoD % ∆ 

USD:JMD 151.58 151.87 1.77% 6.26% 148.95 -0.19% 

GBP:JMD 209.03 207.94 1.90% 7.9% 205.13 0.52% 

CAD:JMD 123.36 123.68 1.31% 10.7% 121.76 -0.26% 

Global Interest Rates 

Rates 15-Oct 
WoW ∆ 

bps 

YTD ∆ 

bps 

YoY ∆ 

bps 
8-Oct 

DoD ∆ 

bps 

10 Year US 

Treasury Bond 
1.57% -4.00 66.00 84.00 1.61% 6.00 

10 Year UK Gilt 1.11% -5.00 91.00 93.00 1.16% 7.00 

GOJ 2025 Global 

Bond 
3.62% -2.00 17.00 -52.00 3.64% -2.00 

5 Year US Treas-

ury Bond 
1.13% 7.00 77.00 82.00 1.06% 8.00 

5 Year UK Gilt 0.77% 0.00 86.00 84.00 0.77% 7.00 

BEST AND WORST PERFORMERS 

ADVANCERS DECLINERS 

CBNY 73.68%   PULS -18.89%   

PJX 21.58%   XFUND -14.13%   

DCOVE 17.82%   ICREATE -12.84%   

        

Week in Review:  Oct 11 - Oct 15, 2021 

Upcoming Week:  Oct 18 - Oct 22, 2021 

The BOJ indicated that higher than expected pass through to local prices has resulted from the recent increase in commodity and 

shipping costs. These strong first-round effects may result in more broad-based price increases and consequently, lead to higher 

costs of living, which could raise inflation expectations and increase the pressure on households demand for higher wages. If busi-

nesses accommodate the demand for higher wages and passes on the higher labour costs to consumers by increasing the prices 

of goods and services, this will create second-round effects on inflation. Unless policy action is taken to manage these second-

round effects, they can lead to further increases in the prices of goods and services, triggering another round of wage increases 

and leading to even higher inflation. The repetition of this cycle is called the wage-price spiral. If this spiral occurs, inflation could 

become entrenched and both difficult and costly to control and ultimately Jamaica’s long-term growth could be negatively impact-

ed.  

Essentially, by stripping out the first-round effects of the increased prices, core inflation would provide an indicator of the second

-round effects of increases in prices. While the BOJ did not disclose the magnitude of the increase in core inflation, it did state 

that it had increased. Food products make up a larger share of the “Inflation basket”, especially for lower-income countries like 

Jamaica, hence increased commodity prices have a larger impact on the evolution of core inflation in these countries. Further-

more, because low-income families spend a larger proportion of their income on the goods in this “basket”, price increases have 

a proportionally larger negative impact on the most vulnerable in the society.  To limit the impact on this category, the BOJ inter-

vened, as it probably should, to preserve the growth enabling macroeconomic environment over the long term and reduce the 

inflationary impact on, particularly, poor households.   

Global Equity Indices 

Index 31-Dec 8-Oct 15-Oct WoW % ∆ YTD% ∆ YoY% ∆ 

S&P 500 
      
3,756.07  

      
4,391.34  

      
4,471.37  1.82% 19.04% 28.36% 

Euro Stoxx 50 
      
3,552.64  

      
4,073.29  

      
4,182.91  2.69% 17.74% 31.02% 

MXWD  Index  
         
646.27  

         
717.49  

         
732.93  2.15% 13.41% 25.93% 

JSE Main Market   

Index 

  
395,614.93  

  
408,390.85  

  
403,998.83  -1.08% 2.12% 8.44% 

JSE Junior Market 

Index 

      
2,643.38  

      
3,300.47  

      
3,325.40  0.76% 25.80% 33.46% 

JSE Combined Index 
  
392,435.92  

  
411,217.07  

  
407,389.83  -0.93% 3.81% 10.23% 

JSE Main Market activity (excluding preference shares) resulted from trading in 

48 stocks of which 16 advanced, 28 declined and 4 traded firm. Market volume 

(excluding preference shares) amounted to 60,734,044 units valued at over 

$450,077,611. JSE Junior Market activity (excluding preference shares) resulted 

from trading in 41 stocks of which 21 advanced, 18 declined and 2 traded firm. 

Market volume (excluding preference shares) amounted to 28,361,118 units 

valued at over $104,289,151. 

*Using Midday Rates 
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Managed by  

With a suite of six investment portfolios, each with a distinct financial profile, JN Mutual Funds offers a premium opportunity for investors 

to align their personal financial strategy with their goals, time horizons and risk profile.  

Contact  us  

Kingston & St. Andrew  Mandeville  

Paul Penn – 876-564-8276 pennp@jngroup.com  Horace Walters – 876-487-9267 waltersh@jngroup.com  
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